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FARM PRODUCTION PROTECTION ACT OF 1978 



thubsdat, tult s7, 1978 
House of Representatives, 

SUBCOHMITTBE ON CONSERVATION AND CrBDIT 

OF THE ComMITTBB ON AGRICULTURE, 

Washington, D.C. 

The subcommittee met, pursuant to notice, at 9:40 a.m. in room 
1302, Longworth House Office Building, Hon. Ed Jones of Ten- 
nessee (chairman of the subcommittee) presiding. 

Present: Kepresentatives Poage, de la Garza, Baldus, Bedell, 
Panetta, Harkin, Fithian, MadigaJi, Coleman, and Marlenee. 

Staff present: John E. Hogan, associate counsel; Wanda M. 
Worsham, clerk; Robert A. Cashdollar, Wayne Fletcher, and James 
Culver. 

Mr. Jones of Tennessee. The Subcommittee on Conservation and 
Credit will please come to order. 

We are delighted to have the members of the audience here as well 
as our guests who are here to testify. 

It is always a pleasure to welcome Secretary Bei^land. I suppose, 
Mr. Secretary, it is sort of like coming back home to you because 
you were chairman of this subcommittee before going over to the 
Department of Agriculture, We certainly feel that you are always 
home when you are here with us. 

We are delighted that you are here. We will turn it over to you now, 
and let you tell us about the administration's proposed program on the 
nationwide all-risk crop insurance program. I suppose you will dwell 
on H.R. 12636. We will insert the bill m the record. 

[The bill, H.R. 12636, follows:] 

(1) 
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-.«-- H. R. 12636 



IN THE H0D8E OF KEPKESENTATIVB8 



Hr. J0NB8 of Teimesaee introduced the following bill ; which n 
tlie Committee on Agriculture 



A BILL 

To provide a voluntary self-help program designed to assist 
producers of agricultural products to prot«ct themselves 
against loss of production when natural or uncontTollable 
conditions adversely affect production and to assure con- 
sumers that producers will be able to continue to produce 
food and fiber. 
1, Be it enacted by the Senate and House of Representa- 

2 fives of the United States of America in Congress assembled, 

3 That this Act may be cited as the "Farm Production Pro- 

4 tection Act of 1978". 

5 DBCLABA.TION OF PUBPOSB 

6 Sec. 2. It is the purpose of this Act to promote the 

7 national welfare by improving the economic stability of 

8 agriculture through a system of protecting farmers from loss 
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2 because of natural or uncontrollable conditions adversely 

2 affecting production and to provide tlie means for the research 

3 find experience helpful in devising and establishing such 

4 production protection, 

5 FABM PKODUCTIOS PKOTECTION 

6 Sec. 3. To carry out the purpose of this title, the Com- 

7 modity Credit Corporation (hereinafter referred to as the 

8 "Corporation") is authorized and empowered — 

9 (a) Commencing with farm production for 1980, for the 

10 purpose of determining the most practical plan, terms, and 

11 conditions of protection for agricultural production, if suffi- 

12 eient actuarial data are avnilable as determined h}- the Corpo- 

13 ration, to protect producers of agricultural products nnder any 

14 plan or pbms of protection determined by the Corporation 

15 to be adapted to any such product. Such protection shall be 

16 against losses due to unavoidable or natural causes, or both, 

17 including, but not limited to, drought, flood, hail, frost, wind, 

18 winterkill, lightning, fire, excessive rain, snow, wildlife, hurri- 

19 cone, tornado, insect infestation, animal disease, plant disease, 

20 and such other unavoidable or natural causes, or both, as 

21 determined by the Corporation. Production protection offered 

22 against loss may cover up to 90 per centum of the cost of 

23 production of the product for a representative period subject 

24 to such adjustments as the Corporation may prescribe, to the 

25 end that the average cost fixed for farms in the same area, 
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2 which are sulijeot tn tlie same conditions, be equitable be- 

2 tween producers. In nddition, tbo Corporation may offer 

3 where deemed practicable lower levels of protection to be 

4 selected at the option of each producer. Production protection 

5 provided under this subsection shall not cover losses due to 

6 the neglect or malfeasance of the producer, or to the failure 

7 of the producer to follow established good farming practices 

8 and appropriate consei .'ation practices. In determining the 

9 products on which such protection is to be offered, the Corpo- 

10 ration shall take into consideration the demands of farmers 

11 for such production protection, and the extent to which such 

12 production protection is a\'ailable to commercial producers. 

13 Tlie Corporation may i-ofiise production protection in any 

14 county or area or on any farm not suited to the production 

15 of such product. Production protection may be offered to 

16 producer-owned and producer-controlled cooperative associa- 

17 tions on commodities if the managerial control over the com- 

18 modify insured is exercised by such association. The Coriio- 

19 ration shall report annually to Congress the results of its 

20 operations as to each product protected. 

21 (b) To determine the true risk premium which would 

22 be chargeable to each paJticipant in this program based on a 

23 sound actuarial base. 

24 (c) To determine that share of the tme risk premium 

25 which shall be home by the Corporation. 
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1 (d) To adjust and pay claims for losses, under rules 

2 prescribed by tlie Coi"porotion. In the event that any claim 

3 for indemnity under the provisions of this Act is denied by 

4 the Corporation, an action on such claim may be brought 

5 against the Corporation under the provisions of section 

6 4(c) of the Commodity Credit Corporation Charter Act: 

7 Provided, That no suit on such claim shall be allowed under 

8 this section unless the same shall have been brought within 

9 one year after the date when notice of denial of the claim 

10 is mailed to and received by the claimant. 

11 (e) To issue contracts and regulations, the terms and 

12 provisions of which arc binding on the contractual parties 

13 thereto. 

14 (f) To compromise claims brought by and against the 

15 Corporation. 

16 (g) To collect and receive insurance premiums and 

17 expend such premiums for payments of indemnities and tor 

18 such other purposes consistent with this Act as determined 

19 by the Corporation, 

20 (h) To conduct research, surveys, and mvestigations 

21 relating to farm production protection and to assemble data 

22 for the purpose of establishing actuarial bases for farm pro- 

23 duction protection. 

24 (i) Under such terms and conditions as the Corporation 

25 deems consistent with sound reinsurance principles, to pro- 
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5 

1 vide reinsurance on any products or i>]aiitation insurance pro- 

2 vided in tlie Commonwealth of Puerto Eico, the Canal 

3 Zone, Guam, American Samoa, the United States A'irgin 

4 Itilands, and the Commonwealth of the Northern Maiianas 

5 by a duly authorized agency of such Commonwealth or ter- 

6 ritory : Provided, That no application for reinsurance author- 

7 ized herein shall he approved, unless the Corporation shall 

8 have determined that the reinsurance deemed necessary is 

9 not available from recognized private sources at reasonable 

10 cost 

11 (j) To offer "specific risk" protection programs such 

12 as, hut not limited to, prevented planting, wildlife depreda- 

13 tion, and disease and insect infestation programs, under such 

14 terms and conditions as the Corporation may determine. 

15 INDEMNITIES EXEMPT FROM LEVY 

16 Sec. 4. Claims for indemnities under this Act shall not 

17 he liable to attachment, levy, garnishment, or any other legal 

18 process before payment to the insured or to deduction on ac- 

19 count of the indebtedness of the insured or his estate to the 

20 United States except claims of the United States or the 

21 Corporation arising under this Act. 

22 VOIDING OF CONTRACTS 

23 Sec. 5. The Corporation may void the farm production 

24 protection prorided any producer without affecting the pro- 

25 ducers' liability tor premiums or wiuving any right of the 
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1 Corporal ion to toUcct any iiiipniti i»rfinhuns if at any time, 

2 t'ilhcr iR'ftirt' or after uiiy loss, the iiisurud lias conL-fjilcd <)r 

3 niisreprciicutt'd any material fact or committed any fraud i-e- 

4 lathig to the contract, and such voidanoc shall he cflective as 

5 of the lieginning of the production year with respect to the 

6 product on which auy such act or omission occurred. 

7 ADVISORY COMMITTKE 

8 SliC. C. The Secretary of Agriculture (hereinafter re- 

9 ferred to as the "Secretary") is authorized pui-suant to the 

10 Federal Advisory Committee Act to appoint an advisory 

11 committee consisting of memhers experienced in agricnltural 

12 pursuits or insurance in keeping with the development of 

13 protection programs. The compensation of the members of 

14 such committees shall he determined by the Secretary hut 

15 shall not exceed the dally equivalent of the rate prescribed 

16 for grade GS-18 in section 5332 of title 5, United States 

17 Code, while actually employed and actual necessary traveling 

18 and subsistence expenses, or a per diem allowance in lien of 

19 subsistence expenses, as authorized by law (section 5703 

20 of title 5, United States Code) for persons in Government 

21 service employed intermittently. 

22 APPBOPBUTION ' T: - ■ 

23 Sec. 7. There are hereby authorized to be appropriated 

24 such sums as may be necessary to reimburse the Corporation 

25 for its net realized loss incurred under this program during 
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1 ciicli liscal jL'ar, as rollectftl in its accounts and shown in its 

2 financial report of its financial position as of tlic close of tlie 

3 fiscal year. 

4 SEPARABILITY 

5 Sec. 8. The sections of this Act and subdivisions of such 

6 sections are hereby declared to be separable, and In the event 

7 any one or more sections or parts of this Act are held to be 

8 unconstitutional, the same shall not affect the validity of 

9 Other sections or parts of sections of this Act. 

10 DEPIXITIOSS 

11 Sec. 9. (a) "Agricultural products" or "products", as 

12 used in this Act, shall include, hut not be limited to, wheat, 

13 cotton, flax, com, dry beuis, oats, barley, rye, tobacco, rice, 

14 peanuts, soybeans, sugar beets, sugarcane, timber and forests, 

15 potatoes and other vegetables, citrus and other fruits, tame 

16 hay, livestock and poultry commercially produced for food 
1"^ or fiber, or any other agricultural product detei-mincd by the 

18 Corpoiation pursuant to subsection (a) of section 3 of this 

19 Act, or any one or more of such products, as the context niay 

20 indicate. 

21 (b) "Cost of production" means variable, machinery 

22 ownership, and general farm overhead costs plus a charge tor 

23 management and a charge for land as determined by the 

24 Corporation for a given area or county. 

9^ '«) "General farm overhead" includes costs for record- 
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1 keeping, utilities, general farm maiiitcnain'e, personal prop- 

2 erty taxes, saJes taxes, insurance, and similar items not spc- 

3 cifically associated with a specific crop enterprise. Overhead 

4 costs are to be allocated to specific crops on the basis of the 

5 proportion of the value of total production derived from ea^h 

6 crop. 

7 (d) "Land charges" are to be calculated at a percentage 

8 {determined by the Corporation) of the current average 

9 price or average rental of land for agricultural purposes. 

10 (e) "Machinery ownership" costs include charges for 

11 replacement, interest, insurance, and taxes. 

12 (f) "Management charges" are to be allocated to prod- 

13 ucts on the basis of the proportion of the value of total pro- 

14 duction derived from each product. 

15 (g) "Production protection" means protection of pro- 

16 ducere against loss of the cost of production of products. 
1"^ (h) "True risk" is the anticipated amount of loss for 

18 a ^ven protection plan. 

19 (i) "Protection plan" is the protection option selected 

20 by the insured. 

21 INDEMNITIES EXEMPT FBOM INTBEE8T 

22 Sec. 10. Notwithstanding any other provision of this 

23 Act, the Corporation shall not be liable or obligated to pay 
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1 interest on payments or claims for indemnity authorized 

2 nnder this Act. 

3 FINALITY PROVISION 

4. Sec. 11. The tacts constituting the basis for any pay- 

5 ment under this Act, or the amonnt thereof, when officially 

6 determined in conformity with the applicable regulations 

7 prescribed by the Secretary or by the Corporation, shall be 

8 final and conclusive and shall not be reviewable by any 
Q other officer or agency of the Government. Id case any 

10 person who is entitled to any such payment dies, becomes 

11 incompetent, or disappears before receiving such pa3mieDt, 

12 or is succeeded by another who renders or completes the 

13 required performaoce, the payment shall, without regard 

14 to any other provision of law, be made as the Corporation 

15 may determine to be fair and reasonable in all the circum- 

16 stances, as provided by regulations. 

17 APPLICATION TO OTHER QOVBENMENTAL PROGRAMS 

18 Sec, 12. Notwithstanding any oflier provision of law, no 

19 person shall be dibble to receive low yield disaster pay- 

20 ments, emergency loans and payments, indemnity payments, 

21 or specific risk protection payments for production losses 
23 under any other program for any agricultural product in 
23 any county of any State when, under provisions of this Act, 
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11 

10 

1 prodiii't itroductioii protection is geiierallj' oITercd for such 

2 agiiailtiiral produi't In such county and State. 

:; PEFSOSS UNDER EIGHTEEN YEARS Of AGE 

.; Sec. 13. Notwithstanding any other provision of law, 

o no person shall be denied insurance under this Act solely on 

6 the ground that lie or she is under eighteen yeai-s of age if 

7 such pereon (1) has n hona fide interest in a crop as an 

8 owner-operator, landlord, tenant, or sharecropper, and {2) 

9 has a co-maker for the contract of insuTAnce executed: 

10 Provided, That any such person who enters into a faiin 

11 production protection contract shall be subject to the same 

12 iogal liability and have the same legal rights with respect 

13 to such contract as any person over the age of eighteen 

14 years. 

15 TRANSFERS OF ASSETS OF FEDERAL CROP INSURANCE 

16 ' CORPORATION 

17 Sec. 14. The assets, funds, appropriations, property, 

18 records, and policyholders of the Federal Crop Insurance 

19 Coipoi-ation shall be truisferred to the Commodity Credit 

20 Corporation at such times as the Secretary shall direct. The 

21 rights, regulations, priviliges, and powers, and the duties and 

22 liabilities of the Federal Crop Insurance Coiporation, in re- 

23 spect to any contract, agreement, loan, account, or other ob- 

24 ligation, shall become the rights, privileges, and powere, and 
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1 tin.' diuics and Huliilitii's, rcsiH'ttivoly, of the (.'onnnotlily 

2 (.'iL'dit Corixiralioii. The provisidiis of tlie I'cdcial Crop 

3 Iiisuiauec Act wliicli are rcle\"aiit to ciirrciit regulations of 

4 the Secictary and the Fcdei'al Crop Insurance Corporation 

5 governing tlie program operation of tlie Federal Crop Insur- 
Q ance Corporation whall remain in effect until sucli regulations 

7 are i'e\oked, superseded, amended, or modified by regulations 

8 issued pursuant to this Act. The eiiforceahle claims of or 

9 against the Fcdeial Crop Insurance Corporation shall be- 

10 eome the claims of or against, and may be enforced by or 

11 against, the Commodity Credit Corporation: Provukd, That 

12 nothing in this A<t shall limit or extend any period of Ilmi- 

13 tation otherwise applicable to such claims against the Com- 

14 moditj- Credit Corporation. 

15 OI'BRATINd ri'NCTION 

16 Sec. 15. Pi'ogram development, actuarial, loss adjust- 

17 uient, and such other functions related to the purposes of 

18 this Act as may be assigned by the Corporation, shall be 

19 conducted by a discrete organisational unit which shall have 

20 no duties or functions not authorized by tliis Act, and which 

21 shall be managed by the member of the Board of Directors 

22 of the Coiporation designated as manager of the insurance 

23 program, 
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12 

1 DISSOLUTION OF FEDERAL CROP INSURANCE 

2 CORPORATION 

3 Sec. 16. The Secretary, representing the United States 

4 as tiie sole owner of the capital stock of the Federal Crop 

5 Insurance Corporation, is hereby authorized and directed 
g to institute or cause to be instituted such proceedings as 
7 are required for the dissolution of such Corporation nnder 
g United States law at such time as he deems it appropriate. 
9 The cost of such dissolution shall be borne by the Commodi- 

10 ty Credit Corporation, 

11 REPEAL OF THE FEDERAL CROP INStTRANCE ACT 

12 Sec. 17. Except as provided in section 14 of this Act, 

13 title V of the Agricultural Adjustment Act of 1938 (52 

14 Stat. 72) (known as the Federal Crop Insurance Act) is 

15 hereby repealed effective December 31, 1982. 

16 AMENDMENTS TO CHARTER ACT 

17 Sec. 18. (a) Section 9 (a) of the Commodity Credit 

18 Corporation Charter Act is amended by striking "seven" 

19 and inserting "eight" m lieu thereof. 

20 (b) Section 10 of the Commodity Credit Corporation 

21 Charter Act is amended by adding to the second sentence 

22 after the word "experts" the words "personnel paid by the 

23 hour, day, or month when actually employed, county rep- 

24 resentatives and private msurance agents and companies". 
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Secretary Berqland. Thank you Teiy much, Mr. Churmon and 
members of the subcommittee. 

I do have a prepared statement, Mr. Chairman, which I would like 
to have inserted m the record. 

Mr. Jones of Tennessee. Without objection, that statement will be 
inserted in the record at this point. 

[The prepared statement submitted by Mr. Bei^and follows:] 
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STATBtBW OF 
SECRETARY BOB BEBGLAHD 

Subconnittee an 0:»iservatic»i and Credit 

CCnmiCCee Mi Agriculture 

July 27, 1978 

Mr. Oiaimun and Members of the Conmittee: 

I wdnt to thanlc the Oidinnan and HeRibers for their Icvig devotion 
to Che development o£ a crop insurance program, a matter of major 
personal concern to the President and to me. 

It is absolutely essential that together we provide the fanners 
of the Oiited States with a ccoprehensive, meanirqful, and efficient 
insurance plan to protect their massive econcmic investments in food 
and fiber production. 

Duriiq my confimatic^i bearing, I said that as far as I was 
concerned, the disaster prograns available to the farmer today are a 
disaster. Even though there were nodlfications made in the 1977 Act 
to correct sone of the defects, I continue to believe that we mist do 
mut* better. Tliece is good reason to question a disaster delivery 
system that is not centralized, or coordinated, or designed to serve 
all fanners on an equal basis, 

TCiday, we're at another crossroad in food and 
Ihere are two dioices as I see it. Cne is to offer 
1977 Act and modify the existirq disaster prograins. The other is to 
move as rapidly as possible to adopt an insurance plan that will correct 
the inequities, the duplications, and the inadequate levels of coverage 
that abound in present prograne. Ihe first choice is unacceptable to 
the Administration because it does not address the basic problems 
facing farmers. Mdw is the time fot acticm on the second alternative. 
He cannot afford to wait another year since the disaster paymwit pro- 
visions of the 1977 Set expire with thp 1979 crop year. 

s i4iy farmers need our 



,,Googlc 



First, tne Coiqress and the Admin isttrat ion have warked together 
to focge a coiprehensive food ard fiber policy. A key part of this 
policy recognizes the infiact of weather on farmers' ability to produce 
abundant food and fiber. ITiis policy also recognizes the need to 
protect faoi prices and fann inccae frcra falling Linacceptably 1cm. 
Yet another in^ortant part of our policy is the recogniticn that food 
and fiber production nust be ^isuced for the health and well being oE 
our iqricultural econony and the eoonony of this Nation. 

Second, it ia ironic that in 1977, 2,000 of the 3,000 counties 
in the united States Here designated disaster areas Cor the purpose 
o£ Fanners Home Administration loans, even though 1977 crcp production 
was at a near record level. Further, even though the progran did 
help sane farmers, many others were not eligible for the low-interest 
loans because they could not meet the credit tests. Other farmers 
were not eligible for this type of assistance because their county 
was not designated for this disaster aid. 

Ihird, in the past year the Administration has undertaken a 
thorough study of the entire question of disaster aid and assistance. 
We've consulted clOEely with the Congress. We've met with ineit^>ers of 
the insurance industry. He've talked to the old {^os who used to have 
the position I now hold. He talked Co farmers. We hired a private 
firm to obtain the best ideas and a conprehensive review of present 
and potential disaster protection. Iheir report has been made avail- 
able to ^u. niere ia a clear need for an insurance progran designed 
to cover the major costs of production of fanners. 

Fburth, our plan moves the President's reorganization plans forward 
tcward the goal of a better, irore effective federal service delivery 
system. He d(xi't believe that msre than one disaster delivery system 
for farmers can be justified. It is the Mministtation's proposal that 
the duplicative prograns of the Federal Crop Insurance Corporation, the 
'low yield* disaster payment program through ASC5, the Farmers Heme 
AdminiBtratic»i loans I spoke of a nccnent ago, and the farm disaster 
loan program of the Small Business Administration be consolidated into 
one insurance program, niis will be an insurance program that can be 
counted on year-in and year-out by farmers throughout the United 
SUtes. 

Fifth, the program we are proposing is sound both fran the stand- 
point of protection for fanners and the budget outlays by the Federal 
Goverrment. He will offer this insurance protection in all counties 
and to all farmers, initially on 18 crops for which we have reliable 
data, nils will cover almost 90 percent of the land planted bo crops. 
Existicq crop programs nsw insured under Federal Crop Insurance will 
e until phased into the national ptogram. 
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Current programs provide farmers with about $7 billion in pro- 
tection, at a cost to the Federal Qavernraent of about S555 million 
a year. Disaster payments account £ot nbcut S450 million of the 
total, yet they are available only foe six crops. Our program is 
expected to exist about $542 million for the first year of a fully 
in^leniented program. Based upon 68 percent participation, it will 
provide about $15 billion in protection, mare than double that 
currently avail^le and at less cost. As we gain experience, this 
program will be extended to other crops, to livestock, and to perils 
not covered by this original plan. 

Sixth, farmers will have the draice of selectiiq the level of 
protection desired for eadi of the crops they produce. The premium 
will be based on the accepted insurance factors of level of pro- 
tection chosen, the price per bushel chosen, and the risk involved on 
the particular farm, and this will vary for dlfferii^ crops and 
regions. 

Under this proposal, a farmer who chooses insurance cover^e 
Cor 50 percent of his nonnal crog production would pay about half of 
the cost for that protection with the government paying the other 
half. If a farmer chooses 70 percent protection, he or she »iOuld 
pay nost of the cost of the added 20 percent in protection, lb obtain 
90 percent protection, a fanner would pay all of the cost for the 
final 20 percent i^otection. 

•Bie premiun rates charged will relate to risks. Farmers in 
basically 1cm risk areas will not be siiisidizir^ farmers who are In 
historically high risk areas under the new program. Ihis is an 
extension of the principle of equity. 

Seventh, by uCilizirq the existir^ USDA delivery system in 
canbination with private insurance sales agents, we will be able to 
provide the type of service nost familiar to farmers- 
Eighth, this program conplements existiiq private crop insurance 
plans. Insurance agents will be able to work with farmers In devisii^ 
the coverage that best meets their needs. Past ei^>erience indicates 
that the increased insurance awareness that will result frcm this 
program will also result in an eq>anded use of hail and other types 
of insurance sold by private ccn(>anies. After the new program has 
be«i tested, we will seek ways of relying nore heavily upon the 
private insurance system. 

program principles that the 
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1. The ccnsolidAtion of existirq duplicative ptograu to 
increase the protection available to Cametrs per dollar of 
federal expenditures. 

2. Ihe Federal siiwidy should be used luinly to share 
prenims for the loi-wr level of protection with Che prodjcer 
paying nest of the preatiini for higher levels of protection. 



4. Hj the extent feasible, individual production 
should serve as the guide foe settirg levels of protect, 
and premiiiDS. 



: incorporates these principles will be supported 

AS I said initially, the Mministration believes there is only 
one realistic course o£ action. It is eo move fotvard on this 
proposal as rigidly as possible to ensure the future productivity 
of farmers and the entire food and fiber system. 
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EXAMPLES OF COVERAGES AND PREMIUMS UNDER FPPC 
701 LEVEL (VARIABLE COSTS PLUS MACHINERY AND OVERHEAD) 



10. ( 


) bu. 




19. ( 


) bu. 


57.00 


30. ( 


1 bu. 


90.00 



Percent Per ft 



10.70 11.3 7.10 

9.30 4.9 6.15 

9.45 3.3 6.25 

18. 5Q 11.7 12.15 

19.00 7.5 12.45 

20.25 4.3 13.40 



Conputaclons based u 
elections of: 
S3. 00 per bushel on 
S2.10 per bushel on 
5 .52 per pound on c 
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EXAHPLES OF COVERAGES ASD PREMIUMS UNDER PFPC 
( LEVEL (TOTAL COSTS INCLUDING SOKE LAND AND MANAGEMENT) 



38.5 bu. Bl.OO 27.1 22.00 22.3 18.10 

77.0 bu. 162.00 11.8 19.10 9.7 15.70 

115.0 bu. 242.00 8.0 19.40 6.6 16.00 



250 lbs. 130.00 

400 lbs. 208.00 

750 lbs. 390.00 



34.00 


21.7 


28.15 


35.00 


13.9 


29.00 


37.50 


8.0 


31.00 



MOTE ; CompuCBt 
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P°r"re 


Pet Acre 


WHEAT 






#1 


7.1 bu. 


S 21.30 


t2 


13.5 bu. 


40.50 


12 


21.5 bu. 


64.50 



EXAMPLES OF COVERAGES AMD PBEHIUMS UNDER FPPC 
501 LEVEL (VAEIABLE COSTS) 

Ftemluoi Paid 
True Risk By Farmer ^ 

cent Fee Acre Peccenc Fer Acr 



S 2.70 
2.15 



21.3 bu. 45.00 13.1 5.90 6.4 2.90 

43.0 bu. 90.00 5.7 5.15 2.8 2.50 

64.0 bu. 134.50 3.9 5.25 1.9 2.55 

145 lbs. 75.50 13.8 10.40 6.7 5.05 

230 lbs. 120.00 8.9 10.70 4.3 5.15 

425 lbs. 221.00 5.2 11.40 2.5 5.50 



r bushel an h 
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Secretary Bergland. Mr. Chairman, I would like to speak brieHy 
to the issues. 

First of fJl, let me say, Mr. Chairman, that we are certainly appre- 
ciative of your subcommittee's attention to what we r^ard as a 
major agricultural legislative initiative. While we realize that the 
season of the year is late and that it is highly unlikely that this matter 
could become law in this Congress, we nevertheless appreciate the 
interest that you have given to it. Also, we intend to continue to 
press this issue. If it is possible for this matter to become law this year, 
of course, we would certainly urge that it be taken into account. If it 
cannot be passed this year, we hope that all the preliminary work can 
be completed so that it can be an early issue in the next Congress. 

We have discussed the general question with you and your sub- 
committee, Mr. Chairman, previouslv, and there is no need to go into 
the history and to what has nappened in the insurance field. We nave a 
lot of reasons why we think insurance is far better than the collection 
of measures which are now available to farmers, none of which work 
really very well. 

Last year we had 2,000 of our agricultural counties eligible for 
Federal disaster benefits. We accrued the biggest crop in histonr. 
This suggests that when the problems appear to be developing, the 
general tendency is to have the country declared eligible for disaster 
benefits, hoping that something good might be able to happen. 

We find that in spite of the fact that we had 2,000 counties out of 
3,000 counties eligible last year for FmHA loans, only a very small 
portion of the people in distress were eligible for FmHA credit assist- 
ance because of our usual, and we think quite proper, requirement 
that we finance only those who can't get credit elsewhere. So, we 
think the insurance program is a much more sensible way. 

We have done some studies on this matter, Mr. Chairman, and we 
have been discussing the role of private industry in this whole area. 
We are prepared to discuss some changes which would indeed accom- 
modate the private insurance industry as both agents and also working 
out a private accommodation to working out the role of private crop 
hail. We would like to discuss that in some detail. 

Manapr Deal, the manager of the Federal Crop Insurance Corpora- 
tion, will be discussing that in terms of specifics. 

It should be noted that under current programs farmers have about 
$7 billion in protection. When vou take into account the disaster pay- 
ments that are offered under the programs like the wheat and cotton 
sections, for example, and feed grains, of course, then you have that 
figure. It is at the average cost of about $555 million to the Federal 
budget. The disaster pajments account for about $450 million of 
that on the average. Yet, is available only for 6 crops out of 430 crops 
which are grown and sold in the United States. 

The program which we are recommending is estimated to cost about 
$542 million or about the same as the average Federal contribution to 
all of these disaster programs as matters now stand. 

However, this is based on 68-percent participation which is what 
our insurance experts and our study suggests is probably the average 
penetration. This will provide $15 bdlion of protection. In other words, 
for about the same Federal cost there would be a doubling of protec- 
tion offered to farmers. Of course, we can expand the number of crops 
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after the first year. We are proposing to offer insurance on 18 crops. 
These are the ones on which we nave good reliable data. Then we can 
expand from that as our experience provides us with the necessary 
expertise. 

Mr. Chairman, I think I will just let it go at that. I will ask 
Mr. Dealf who has a short statement, to present that, and then we can 
go into questions and answers. 

Mr. Jones of Tennessee. Thank you, Mr. Secretary. Mr. Deal? 

We are delighted that you are here with us today. 

Before you hegin, does any member of the subcommittee have any 
statements they would like to make? Mr. Poage? 

Mr. FoAOB. I think we would prefer to hear from the Department 
at this time, Mr. Chairman. The Secretary has expressed it correctly. 
We have a program, and we should get a great deal more benefit out 
of an expenditure of that size than we are now getting. 

I think that wiUi the insurance program we can make it far more 
beneficial to our farmers with substantially the same cost to the 
Government. 

We ought to adopt the more beneficial program. I have questions, 
obviously, Mr, Chairman, about the details of the program. However, 
basically I have no questions about what we need to do. 

Mr. JoNBS of Tennessee. Thank you. Mr. Panetta? 

Mr. Panetta. Mr. Chairman, I would reiterate. I think the Secre- 
tary has said previously that our disaster programs are presently 
disasters in themselves. We do need to take steps in this area as soon 
as we can. 

I, in particular, representlr^ an area that has specialty crop opera- 
tions, ^ich are not normally covered by any of the disaster programs, 
think that it is very important to develop a program that is fav and 
equitable for all farmers. 

Mr. Jones of Tennessee. Thank you, Mr. Panetta. Mr. Madman? 

Mr. Madiqan. Mr. Chairman, I would prefer to go ahead with 
Mr. Deal's testimony. I would like to ask the Secretary a few questions 
later on. 

Mr. Jones of Tennessee. Thank you, Mr. Madigan. Mr. Deal, you 
may proceed. 

Mr. Deal. Mr. Chairman, I wonder if I might have my prepared 
statement inserted in the record at this point and then I would like 
to go through some charts that we have prepared for you to be sub- 
mitted to the record also. 

Mr. Jones of Tennessee. Without objection, your entire prepared 
statement will be inserted in the record at this point. 

[The prepared statement submitted by Mr. Deal follows:] 
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statement of Mr. James D. Deal, Manager 

Federal Ccop insurance Corporation 

Before the 

SubcoDDlttee on Conservation and Credit 

Bouse Conunittee on Agriculutce 



Hz, Chairman and members of the committee. It gives me 
gceat pleasure to give testimony in favor of what I would 
consider landmark legislation. This legislation could be 
one of the most Important legislative initiatives to benefit 
farmers since th« creation of the Department of Agricuture. 

I must commend you. He. Chairman and members of this committee, 
for your foresight in recognizing the needs of our American 
farmer and of all agriculture. As all of you are aware, 
this Is not a new subject for the Secretary. When he was 
Chairman of the Bouse Subcommittee for Conservation and 
Credit, he was committed to an improved Federal Crop Insurance 
program. So it is of no surprise that many of the goals and 
objectives of his earlier days on that committee have carried 
over into the new Administration. 

As you know, I was appointed Manager of the Federal Crop 
Insurance Corporation in February of 1977 after some 20 
years of working with the program. So I am not a newcomer 
to the business of crop insurance. And, I can tell you that 
my recent experience in working with Congress on a program 
that can be so meaningful to our farmers has been most 
rewarding and exciting. 

At tbia time l would like to have the record show the name 
of another individual who has worked on this project for a 
good many years. Hla name is R. C. Zeller of Kansas City, 
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Hisflouri. Many of the ideas, objectives, and means to 
attain these objectives are aceas in which he had vast 
knowledge and had worked out in great detail. I an sorry to 
report that while working on these details, Mr. £«ller 
suffered a severe heart attack and died June 13, 1978. 
His desire to do something meaningful for the American 
farmer can well be felt throughout my entire prasentation. 
So, with your permission, I would like to dedicate my 
presentation to him. 

Saving farmed most of ny lit* in the Midwest, I too have a 
firsthand knowledge of the problems faced in producing a 
crop. I have had my own crops wiped out and wondered how I 
was going to continue to meet ny financial obligations. 

Our farming industry has an efficiency record unparalleled 
in history and has made far more advances in agricultural 
technology than any country in the world. We should all be 
proud of the fact that leas than 4 percent of our population 
can feed the other 96 percent and a large number of people 
abroad through our export programs. But, I can assure you 
that the best equipment and farming techniques in the world 
will not guarantee that a farmer can produce a crop each 
year. Be is totally dependent upon the forces of nature. 

Agricultural income is more variable than any other national 
income category, in fact, it is six times as variable as 
nonfarm proprietors' income; it only takes a 5 percent 
change in the aggregate quantity of production to cause a 
25 percent change in net farm Incone. 

I am convinced that we must direct our legislative efforts 
toward making it financially possible and economically 
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worthwhile to continue producing farm products in this 
country. The requirements of increased farm i 
the problems of obtaining sufficient credit, 
conditions, inflation, advarse weather, and other natural 
hazards and risks, as well as unstable [narket prices, all 
are threatening to take more and more of our farmera off the 
farm and out of the sphere of agricultural production. It 
is especially difficult at a time when we are having 
problems with overproduction to reflect upon the fact Chat 
each year about one out of every 12 planted acres in this 
country never reaches harvest because the crops are destroyed 
by natural cr uncontrollable hazards. It is in this area 
that we believe a strong program must be implemented to 
provide long-term assistance for our fanners as well as to 
complement provisions of the new Farm Bill. 

The Administration Bill, which we are supporting here today, 
offers a form of preventive medicine to provide greater 
protection to Che faannee for each dollar of federal outlay. 
This legislation helps relieve the social stigma of give- 
away programs in the past which all too often have delivered 
too little and too late to be of much economic value. Under 
the proposed legislation, the farmer pays his proportionate 
share. It is an approach big enough Co encompass all 
farmers in all counties, yet small enough to give consideration 
to individual conditions, cropping practices and needs. 

He believe this new legislation will remove most of Che 
obstacles and answer most of the complaints Chat have been 
aired over Che years under the old Federal Crop Insurance 
Act and disaster programs of the Department. 
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With your perraission, I would like to use some visual aids 
which I think will lend themselves to a better understanding 
of our propoaal. 

As this first chart shows, we basically have seven major 
obj«ctiVGS. Some oE these are far reaching in scope, and 
some are merely administrative in nature. 

Item 1 . All-risk, all-county, all-producers. When we say 
all-risk, we are talking about any loss of production due to 
natural causes and certain uncontrollable risks. The all- 
county and all-producer pretty well speaks foe itself. Most 
of our current programs including Federal Crop Insurance are 
limited, in scope as to the crops involved and the number of 
producers that are eligible to participate. Onder the 
proposed legislation, it is the Department's intention to 
make available protection coverage on all farm products in 
all areas of the country and to all producers as actuarial 
data can be developed for each farm product. It is the 
Department's feeling that this will overcome some of the 
major obstacles encountered in the present programs. 

Item 2 . Established actuarial base. In order to provide a 
fair and equitable program to all producers oC Cam products, 
we feel each product covered must be established from an 
actuarial base. This, of course, brings up the question how 
much coverage should we offer to the individual producer as 
well as how much premium should be charged. He foresee that 
coverages offered under this new program will be related to 
cost of production and translated into the average yields 
for a farm. These base yields would be determined for a 
given period and the amount cf premium charged would relate 
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to the actual risk involved in carrying the amount of 
coverage that we would o£Cec on each Individual fam. ' 

Itaa 3 . Individual producer coverage. It is my understand- 
ing that members of the committee have received a GAO rttport 
which supports the concept of individual producer coverag«s. 
In Item 2 we explained how to establish an actuarial base. 
Once this actuarial base is established the coverage will be 
broken down on an individual producer basis rather than 
simply for a large geographic area. Me feel thi3 approach 
will be more meaningful to each producer and, again, will 
overcome some of the objections to previous programs of this 
type. 

Item 4 . OSDA county delivery, in this objective we are 
simply proposing that our program would be delivered through 
the already established county OSDA office system and would 
utilize approved private insurance agents to assist in 
marketing. We feel it is just good, prudent, economic sense 
to use a system that is already in place. In addition, the 
use of this system is compatible with the policy and direction 
of the Department in relation to the one-stop service center 
concept for the American farmer. This means the American 
farmer can go to one specific location in his county and 
receive all the information necessary for all agricultural 



Item 5 . county committee assist in establishing individual 
producer coverages. This relates back to our explanation 
in Item 3. He feel the use of a county committee system is 
by far our best approach to accomplish the individual producei 
coverage goal. In this instance we would be utilizing farm 
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connittses who know tha individual farms in th«ir area far 
batter than any one else. We feel a more equitable distri- 
bution of coverages would be accomplished in this manner. 
We presently have a 20-county pilot program under way in 
which we are developing a workable system with the A5CS 
county committees. This may be a first in the Department 
where we develop a system of delivery by pre-planning, which 
we feel will permit us to start up timely and effectively to 
implement a nationwide program. 

Item 6 . Coverage for the major cost of production. He 
think that most of this committee would agree that the 
current programs , Federal Crop Insurance and other related 
programs, have been very inadequate in neeting the needs of 
the farmer. Previous testimony before this committee has 
already dramatically pointed out that present programs are 
not far-reaching enough in scope to adequately protect the 
major costs of production of the farmer in the event he 
loses his crop. It is our conclusion that whatever type of 
program we establish must address itself to the major cost 
of production. This concept is accepted throughout rural 
Amecica where agricultural councils and farm organizations 
as wall as credit establishments have been making comments 
to us these past few weeks in dramatically pointing out the 
need for a protection program that relates to production 
losses and costs to produce. 

Item 7 . Coat affordable. The cost of any new program has 
to be affordable in three specific areas in order to be an 
acceptable substitute for the current hodge podge of 
disaster programs. First of all, the program [iiust be 
affordable to the farmer if he is going to participate to 
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th« •xtant necASiary to make the program successful. T) 
program eoata hawe to be affordable to Government and, ol 
course, the program itself has to lend itself to the bcn( 



Chart Number 2 . We have prepared a number of charts to 
clarify the need for and purpose of this legislation. First 
of all, what does the bill encompass? It relates to farm 
production expenses. As you can see by this chart, the cost 
of producing farm produces was about $32 billion in 1976 and 
is estimated to be about S84 billion in 1977. 



Now, when we try to break down < 



production, as you can see by this chart, we can relate about 
$36 billion of this S84 billion to crop production expense. 
Another S36 billion can be related directly to livestock 
production expenses. And that leaves around S12 billion 
that is actually unidentifiable as to whether it is charge- 
able directly to crop or to livestock expenses. 

Chart Number 4 . So let's take a look at just crop pro- 
duction expenditures, or the identifiable amount of S 36 
billion as shown on this chart. As you can see here, of the 
S36 billion, $2* billion is directly attributed to the six 
disaster crops, and about $4 billion mors is related to 
other crops as presently Insured by Federal Crop insurance. 
This leaves about $8 billion of other crops for which we 
have no program established. 

Chart Number 5 . This chart merely illustrates the cost 
of production of the six disaster crops. When we look at 
the total disaster crops of $24 billion, we can relate S12 
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billion to corn) Se billion to wheat; $2.8 billion to 
cotton; SI. 5 billian to grain sorghum; S790 million to 
barley; and 5770 million to rice. 

Chart Humbar 6 . This chart deals with the costs of 
production broken into three categories. Category A is 
variable cost such as cash output. Category B includes 
machinery and overhead, and Category C represents a portion 
of land and management cost. As you can see, the variable 
costs run about S16.5 billion. When w« add to it over 
Sa billion in machinery and overhead, it raises the cost for 
production for these items to $24. S billion. And when wa 
apply land and management cost, and this can be figured many 
differa^it ways so we are merely contributing to a portion of 
this, we add about another S8 billion. This brings the 
cost of production back ta S33 billion which represents 90 
percent of our identifiable production costs. Me feel the 
farmer is going to have to share in part of the risk. 
Utilizing this chart further for a moment, this illustrates 
how we would see this actual progran being made available to 
the farmer. He can anticipate setting up the program in 3 
categories for three options in which the farmer could 
participate. The first option would be Plan A, covering the 
variable cost or cash output which actually represents about 
SO percent of his production. Plan B would be a plan where 
we would cover the variable cost of production plus 
machinery and overhead, as demonstrated here. This would 
represent about 70 percent of his total production. In our 
third option, or Plan C, we would cover his variable cost 
plus machinery and overhead plus consideration for a portion 
Of land and management cost. And this would represent about 
30 percent of his total production. It is our present idea 
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to permit the farmer to select which of these three options 
he would prefer to participate In as It applies to his own 
farming operation. Under the USQA proposal, we use a 
program participation oC $395 million in Government outlays, 
of which approximately $358.5 million of this is applied to 
Plan A relating to the variable cost level of coverage and 
with the balance applied to the additional coverage of Plan 
B, machinery and overhead, and with no portion of th« 
Govenunent contribution applied to the additional coverage 
of Plan C. To apply a different amount of government 
participation in the premium cost we would simply adjust the 
share of the true risk premium. In addition the government 
will participate in administrative costs in the amount of 
$147 million making the total government share $542 million. 

We feel strongly that the amount of participation we can 
expect in this program will be related directly to the 
amount of participation that the Government is willing to 
consider and the •limination of other disaster programs. 
The present FCIC program and the proposed USDA program under 
this legislation, both have subsidized administrative costs. 
The present FCIC program with no subsidy of premiums has a 
farmer participation rate of about 14 percent as reflected 
in its program experience from 1948 through 1977. Canada, 
which has vast experience with crop insurance, subsidizes SO 
percent of the premium and enjoys a participation rate of 
nearly BO percent. The proposed USDA program, with about 
90 percent of total subsidy applied to Plan A, is expected 
to have a participation rate of about 68 percent of the 
acreage. We believe the experience la both the FCIC and 
Canadian programs provides a good basis for this projection. 
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Chart Sumber 7 . This chart has been developed from 
Actuarial Historical Data bas«d on a neutral rating o£ 
premiom and coverage. How would this translate into cost to 
tha average Earmec? In all three of the options that portion 
which is considered variable cost would cost the average 
farmer about S2,75 for every SlOO of protection. Under Plan 
B for tha additional coverage for machinery and overhead, it 
would cost the average farmer approximately 510.18 for every 
SlOO of protection. Tor Plan C, the additional land and 
management would cost the average farmer S23.93 per $100 of 
protection. So an average producer who participates under 
Plan C would pay $2.75 for his A coverage, $10.18 for his B 
coverage, and S23.93 for his C coverage, which averages out 
to an overall cost of $9.58 a $100 for the protection if he 
signs up for Plan C. 

Remembering that this chart is based upon costs per $100 of 
protection, we can sea that the government share at the 50 
percent level of coverage or Plan A is $2.95 per $100. As 
farmer participation increases, the government's proportionate 
share decreases so at the 70 percent level or Plan B, the 
government's share is S2.57 per SlOO of coverage, and at the 
90 percent level or under Plan C it is $1.92 per SlOO of 
coverage. 

If we consider just the true risk involved in rating for 
losses — we can see these averages are $5.70 for Level A 
coverage, ST. SO for Level B coverage, and $11.40 for the 
Laval c coverage. 

Let me further translate these costs on the average farmer 
iAto protection and costs on the individual crops. At the A 
program level, which covers variable or out-of-pocket costs. 
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an avecage corn farmar in a highar ciak area would hava a 
cov«rag* of about 21. 5 bushala at $45 par acre. It would 
coat him a preniiuiii of $2.90 per acra or $e.40 par $100 of 
prot«ction. An avacage corn farmar in tha average risk area 
could expect a coverage of 43 buahala or $90 per acre at a 
premium cost of $2.50 per acre or $2.80 per $100 of pro- 
taction. An average cocn farmer In the lower riak area 
could expect a coverage of 64 bushels, or $134.50 par acre 
at a cost of S2.S5 an acre or $1.90 per SlOO of protection. 

At tha B program level, which covers the out-of-pocket aa 
well aa machinery and overhead, an average corn farmer at 
the higher risk level could expect 30 bushels or $63 an acre 
coverage for a premium of S7.10 per acre or $11.30 per $100 
of protection. An average corn farmer in an average risk 
area could expect 60 bushels or $126 an acre at a premium 
cost of $6.15 an acre or S4.90 per $100 of protection. 
An average com farmer in the lower risk area could expect 
a coverage of 90 bushels or $189 an acre for a premium of 
$6.25 per acre or $3.30 per $100 of protection. 

At the C or highest program level, which covers A and B plus 
some land and cnanageinaiit costs, an average com farme.c at 
the higher risk level could expect 38.5 bushels or $81 an 
acre for a premium of S18.10 an acre or $22.30 per SlOO of 
protection. An avecage corn farmer in the average risk area 
could expect 77 bushels or $162 an acre for a premium of 
$15.70 par acre or $9.70 per $100 of protection. And an 
average corn farmer in the lower risk area could expect a 
coverage of 115 bushels or $242 an acre at a premium cost of 
$16.00 per acre or $6.60 per $100 of protection. Rather 
than trace each individual crop In a similar manner, I would 
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like to submit for the recocd a tabulation of wh«at, corn, 
and cotton at each of these thr«e levels for further consi- 
deration by the committee if the Chairman has no objection. 

Chart Number B . This chare relates to the 18 major crops 
that will be included in the initial stage of the program. 
As you can see, the variable costs run about $14.3 billion 
and when we add machinery and overhead, the cost jumps to 
about $20 billion, and when we add a portion of the land and 
management costs, we have an overall production cost of 
about $26 billion. 

Chart Number 9 . This chart lists the 18 major crops we 
expect to cover nationwide in the initial year of the 
program. The six disaster crops are listed on the left and 
12 other crops on the right side of the chart. All 18 are 
crops presently insured under the Federal Crop Insurance 
program. We feel there is sufficient actuarial experience 
with which to expand nationwide almost immediately on these 
crops. Other crops will be started on an experimental basis 
and rapidly developed into nationwide coverage as actuarial 
axparience is accrued. These 18 crops are grown on S9 
percent of all cropland acreage in the nation. 

Chart Number 10 . This chart and the next chart ace 
comparisons of present disaster-type programs with the new 
proposed plan. This chart is a cost comparison. The ASCS 
low-yield disaster program is costing S430 million a year on 
the average, the Small Business Administration and Farmer's 
Home Administration emergency loan programs are costing 
about $75 million annually and the federal Crop Insurance 
program costs about $30 million a year for a total of $555 
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millian. The average annual cost of the proposed Farm 
Production program is estimated to be $542 million. 

Chcirt number 11 . Contrasted with the previous chart which 
showed the proposed PPP program to oost an average of S13 
million a year less than the present disaster-type programs, 
this chart shows that the present FCIC and ASC5 disaster 
programs now offer the farmer about $6.4 billion in protection 
compared to the proposed program which is projected to show 
$14.9 billion in protection to farmers, based upon estimated 
participation, by 1982. This is more than double the 
effective protection for each dollar of federal payout. It 
should be added here that recent changes in the Farm Bill 
legislation concerning the low-yield disaster program make 
it nearly impossible to compare this program with any other 
programs such as FCIC. This is because the farmer now has 
an option to select one of two plans and it is not possible 
at this time to estimate which option will be most favored. 
Our projections for the low-yield disaster program are based 
upon 1976. 

As you can see our projections for the new FPP program show 
a total possible crop exposure of about $33 billion. 
However, we anticipate that about $14.9 billion of this 
exposure will be utilized in the first years of the program 
based upon 68 percent participation by farmers. Depending 
upon which year the new program is enacted, but within a 
two- to- three-year period, we anticipate hitting this pro- 



Chart Number 12 . Using corn as on example, this is a 
comparison of the present program versus projected protection 
under the new proposed legislation. As you can see in this 
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chart, Poderal Crop Insurance has $562 million protected on 
corn for 1976 whil« the ASCS disaster program amounted to 
about 92 billion in protection. Under the new plan, we 
project a $10.8 billion maximum protection level, again, at 
about 90 percent of production cost. 

Chart Number 13 . This is the same comparison for wheat 
showing the Federal Crop program at S432 million and a 
little over SI billion for ASCS and under the new program we 
would be addressing ourselves to a potential o£ about $S.5 
billion in protection for wheat growers. 

Chart number 14 . One other example is cotton. On cotton 
we are presently protecting about $87 million under the FCIC 
program while ASCS offers about S546 million in protection. 
Under the proposed legislation the potential would be 
increased to about $2.% billion. 

Chart Number 15 . This chart represents a projection of 
the Federal Crop Insurance program through 1383 under the 
present legislation. As you can see, in 19S0 we are esti- 
mating our protection level to be S2.e billion. This would 
increase to S3. 2 billion by 1982, $3.8 billion by 1994, and 
SS.3 billion by 1989. When «e consider that $84 billion is 
the total exposure of farmers' cost of production. It is 
readily observable that the projected protection under the 
existing legislation would not be adequate to cover the 
needs of farmers. 

You will note our growth from S2.6 million to only SS.3 
million protection by 1988. The reason for this slow growth 
is because under our present legislation we must charge 
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sufficient amounts af praniun to cover all losses plus build 
a reasonable reserve. This simply malces it unaffordable in 
high ris)c areas, so in effect we have limited the pcogram to 
average or low risk areas, making the program available only 
to a portion of agriculture. However, the study done by the 
Actuarial Research Corporation, points out with propsr funding, 
the present program could penetrate 30-40% of the potential 
market. This would be 510-13 billion of protection. Subsidiz- 
ing the new program and making insurance available to all 
producers in all counties at affordable cost would solve the 
problem of participation. 

Chart Number 16 . tn contrast, this chart relates to the 
proposed legislation and the Farm Production Pcotection 
Plan. Should the legislation be enacted in tine, we can see 
in 1960 about S9.9 billion in protection being available to 
farmer. By 1982 this should increase to a projected S14.9 
billion, and by 1984, 519.2 billion. It should be pointed 
out our projections of program cost Cor coverage beyond the 
533 billion potential, with a projected participation of 
514.9 billion of protection, would be in addition to the 
5542 million program cost [estimated £or the FPP program 
which will) replace the current Disaster Program and present 
Federal Crop Insurance program. We estimate that by 1989 
this portection could Increase to 539.2 billion, with a 
potential exposure of $75.6 billion which covers all farm 
products providing the additional funding is made available. 
He are not in a position at this time to make reliable esti- 
mates of costs for this additional protection which would 
include livestock production; however, a rough estimate 
suggests that a livestock program could absorb some 5200 to 
$300 million program costs when operational. 
Chart Number 17 . what we have said up to this point is 
all well and good, but now we get down to the question of 
how does the farmer get his money. This chart is a sample 
determination of how we would pay a loss to a farmer under 
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the propoettd legislation. First of all, tra plan on establishing 
yield for the producer over a base period and, for the sake 
of this example, we have used a producer with base yield of 
100 bushels on corn. We would relate the farm production 
guarantee in busheZa at a price per bushel or unit that 
would reflected, but not exceed 90 percent of this producer's 
cost of production. 

Briefly, the price per bushel or unit that I just mentioned 
would be established at multi-levels in addition to the 
coverage levels . The farmer would have the option under 
each level of the insurance program at valuing his production 
loss at varying prices per bushel or unit — in most cases 
three such price elections. The highest price election 
under each plan multiplied by the guarantee for the plan 
would represent the maximum protection goal of each plan, 
but would not exceed the 50 percent - 70 percent -• 90 percent 
cost of production limits respectively. Less price 
elections would be available for the individual who wants to 
self-insure a portion of his loss. 

In this example, we have used TO bushels, or Plan B repre- 
senting TO percent of the farmers' base yield which 
approximates a major share of his costs of production. 
Below, you have two examples which would explain how the 
program would work for the farmer. In example 1, if the 
producer had a 40-bu8hel yield, this would mean ha would 
have a loss of 30-bushels, which is simply the 40 bushels 
subtracted from his 70-bushel guarantee. Depending upon the 
price he selects to be paid for his loss, and in this 
example we have used $2.10 a bushel price on corn, the 
producer's loss would be merely the number of bushels short 
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of hia guacant** or 30 bushels tlmas th* pries psr bushsl 
■sleccsd, which equals 963 p«r acr* loss. Exanpl* 2 n«r«ly 
shows his yisld for th« y«ar at 20 bushsls so that h« hss a 
50-bushal loss. This 50 bushali tiswa ths S2. 10 par buahal 
givss a loss of $105 par acra. 

Chart Bumbar IB . This is a aimilac chart for a whaat 
producar. Givan a guarancea of 20 buahals you can saa in 
example 1 he has lost 14 bushels multiplied by $3 a bushel 
for a loss of $42 an acra. In example 2, with an 8-bushal 
loss this works aut to a loss of $24 an acra. 

Chart Suabar 19 . This chart shows a cotton producer with 
a guarantee o£ 420 pounds to the acre. In axampla 1 h« 
produced 100 pounds and lost 320 pounds below the guarantee 
for a loss of $166.40 an acra. In example 2 ha only lost 
170 pounds below the guarantee for a loss of $88.40 an acre 
using a price election of 52 cents per pound. 

Chart Number 20 . Nothing of the scope envisioned by this 

legislation has before been available to the American farmer. 
Our moat predominate disaster program, the ASC5 low-yield 
payment program, ia estimated on a nationwide, six-crop 
basis to protect about 30 percent of a farmer's production 
casta as shown on thia chart. Aa you can see, the minimum 
goal for our new program is to protect 50 percent of this 
production cost and to make this program available not just 
on six major crops, but on IB major crops in the first year, 
and to all producers in all counties. 

Besides crop programs, thia legialation has the versatility 
to provide protection on such limited risk programs as pre- 
ventive planting, honeybee indemnity, wildlife depredation. 
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aquaculture, pesc-epecific cisk, and others. It should be 
polntad out that in the limited risk plana, we do not intend 
to duplicate any programs that industry already is adequately 
covering. It could also encompass diversified farm products 
in such areas as livestock and poultry, tame hay and pasture, 
fruits and nuts, vegetables, milk pcoduction, nursery stocks, 
forests and tree farms. 

This legislation would permit the channeling of immediate 
disaster aid in the form of indemnity payments and, as you 
can see by the chart, in sufficient quantity to areas which 
have sustained production lasses. Hy experience In faming 
and Federal Crop Insurance has taught me that the most 
serious economic impact resulting from natural conditions 
which destroy crops comes mostly from the repeated occurrence 
of these conditions or natural conditions coupled with 
unfavorable economic prices. Besides the replacement of the 
current mix of Federal Disaster programs , the distribution 
of indemnities under this legislation will have important 
impact upon maintaining the income level of farm families 
and their ability to produce our supply of food and fiber. 

So, I would conclude by saying that we have a golden opportun- 
ity to do something not only good for the American farmer, 
but of lasting benefit to the American people. I hope that 
my presentation has been helpful to this committee in making 
a determination. I would be happy to answer any questions 
you may have as to the Administration's position or how we 
see this program operating within the Department. 
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Mr. Deal. It is a privily to appear before this subcommittee. 
If I may, I will quite hurriedly go through some charts that we have 
prepared, Mr. Chairman. And hopefully this will help me explain 
the thrust of just where the administration's proposal came. I think 
it will set the stage for a very fruitful questiomng period in order that 
we may respond to the questions on the administration's position. 

This bill provides a very much needed protection plan which we 
think is the missing link to the Food and A^cultural Act of 1977. 

The missing link is an area where we know that one out of 12 acres 
in this country is lost and never harvested each year, and the loss 
variable of farming is approximately 6 times greater than non- 
agricultural areas. 

In the beginning we set up a seven-point program which we felt 
would be a comprehensive program to replace the many disjointed 
disaster programs. (See chart 1, p. 46.) 

I believe the seven points are self-explanatory. The first one is all 
risk, all county, all producers. 

T^e second point is to establish the prc^am from an actuarial 
base. We are referring to the coverages and premiums that relate to 
historical data, hopefully down to the individual producers. 

The third point is to insure individual producers. 

The fourth point we have found in our experience with the Federal 
Crop Insurance Corporation is that the closer the service to the fanner, 
the nigher the participation in FCIC. 

We want the servicmg to the farmer to be done at the local USDA 
office and we think it will be the most prudent from the economical 
standpoint and also from the standpoint of the farmer. 

The fifth point is the use of the county committee system in as- 
sisting in the establishment of individual producer coverages. We are 
presently working on this in a 20-county pilot program. So far all 
mdications are toward success in that area. 

The sixth point is one that we feel very strongly about. If we are 
truly going to replace many of the disaster prc^ams, the insurance 
will have to address itself to the major cost of production. 

The seventh point is a mixed bag. We are talking about the cost 
affordable to all concerned. The premium, for example, to the farmer 
has to be affordable. It has to be affordable to Qovemment, but it 
cannot be a runaway prc^am. Also, it has to have some benefits 
for the consumer. 

The second chart merely points out a comparison of farm income 
versus farm expense. (See chart 2, p. 47.) 

In 1977 we were looking at about $85 billion in cost of production. 
We took a very long look at this figure and we tried to break it down 
between crops and livestock. As you can see, they come out equally at 
about $36 billion each, with about $12 billion which is considered 
cross-utilization. (See chart 3, p. 48.) 

On chart 4, we took the identifiable cost of production on all crops, 
and we broke it down. The crops of present low yield disaster programs, 
represents about $24 billion of the S36 billion. (See chart 4, p. 49.) 

Another $4 billion of production cost relates to crops that the 
Federal Crop Insurance Corporation is now offering protection on 
so that leaves a bfJance of $8 billion of production cost on crops that 
there is no insurance plans being offered. 



,v Google 



43 

Chart 6 shows a breakdown of disaster crops. (See chart 5, p. 50.) 

When you break down the total disaster crop figure you will see 
that half of that figure relates to com at S12.02 billion. 

The next breakdown is wheat with $6.1 billion and cotton at 
02.81 billion, grain at 01.51 billion, barley at 0.79 billion and rice at 
0.77 bUlion. 

In developing our proeram and in looking at cost of production 
figures we felt it should oe broken into three particular cost areas. 
Ctae is the out-of-pocket coats which is the variable cost. The second 
area is the machinery and overhead cost and the third area is land 
and management cost (See chart 6, p. 51.) 

Taking the three areas we built a composite for all crops. It will 
vary from crop to crop within crops and within geographical areas. 

You can see that the out-of-pocket or variable costs of all crops run 
about $16K billion. Under the proposed bill we go on to offer a pro- 
gram that would at least cover up to 90 percent of the cost of 
production. 

We said the total identifiable cost of production of all crops was 
$36 billion. In our proposal we do not exceed 90 percent of the cost of 
production. So, only a portion of the land and inan^;ement charges 
were built into the chart for a total of $33 billion. 

We will come back to chart 7 later in the questioning. This chart 
represents a breakdown of the insurance risk concept per $100 of 

Frotection. This does not relate to an acre or to an individual crop, 
t is merely a composite of costs. (See chart 7, p. 52.) 

I refer you to the bottom line we refer to as "true risk," True risk 
means how much money it takes to pay indemnities. 

This will give you a breakdown and we will go back to this with 
regard to the subsidy and how we foresee the Government and farmer 
sharing the cost. 

Chart 8 shows the cost of production for 18 initial crops. (See 
chart 8, p. 53.) 

As the Secretary indicated, we are proposing to move into 18 
initial crops the first year, so, we took the cost of production for the 
18 crops. This chart merely breaks down the costs into three categories. 

Chart 9 points out the 18 major crops we propose to cover the first 
year. (See chart 9, p. 54.) 

We are prepared to offer a program nationwide to every producer 
in the United States on these crops. Our present crop insurance 
program has experimental programs in addition to these crops to 
cover eight more comimodities. They are apples, grapes, peaches, peas, 
tomatoes, potatoes, sweet com, and forage. So, we have a total of 
26 commoaities presently insured by FCIC. 

Chart 10 points out what the Secretary has briefly touched on. (See 
chartlO, p. 55.) 

This chart shows what we propose the cost of the new program to 
be compared to the cost of the present program. 

This next chart again points out what the Secretary talked about. 

In chart 11, we are talking about the present protection offered to the 
producer and what the potential is under the proposed program. (See 
chart 11, p. 56.) 

We also show what we anticipate the participation would be. 
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In other words, we anticipate that after the pit^sram is in full 
operation which will take at least 3 years, we believe we will have 
approxiinately $15 billion of protection that farmers will sign up for, 
but there will be & potentialof $33 billion which could be utilized. 

Charts 12, 13, and 14, are the comparison of crops. We compare 
the low-yield disaster program and the potential unaer the proposed 
program. The same apphes to wheat and to cotton. (See charts 12, 13, 
and 14, pp. 57-59.) 

The question occasionally arises as to why we could not unleash 
the FCIC Act in its present state and move ahead. We have some 
restrictions in this area. Under our present act we must not only 
charge a premium to cover our indenmities, but we must build a 
reserve, in addition. 

This restriction basically rules us out of the high-risk areas so, our 
program becomes more of a program for the low- and medium-risk 
areas. Even if we unleashed this under the present act, by 1988 we 
could only provide in the neighborhood of $5.3 billion of protection. 
(See chart 15, p. 60.) 

The Actuarial Research Corp., in an independent stu^, has said 
that that figure is low providing we had ample funding. "Hiey stated 
that with an aggressive marketmg plan the potential could possibly 
be increased to $10 billion. 

So B realistic potential is somewhere between the $5 and $10 billion. 

Chart 16 concerns the thrust of the bill. When we say "all farm 
production" in the first year, we believe we would have close to 
$10 billion of protection written. By the third year we believe we will 
reach the $14.9 or around $15 billion mark as we move into other 
programs. In a 10-year period, moving into the basics of all farm 
production, we feel we could reach a potential of $40 billion of pro- 
tection written. (See chart 16, p. 61.) 

Chart 17 points out an example of how it works for the farmer and 
I think that is the bottom line. We cannot have a complicated pro- 
gram. (See chart 17, p. 62.) 

When we talk about setting up a protection plan, from an actuarial 
standpoint there is only one realistic way and that is to utilize yields. 

We fii^t establish the base yield for a farm. Under this example 
we will assume that the farmer selected the 70-percent level of 70- 
laushel guarantee. The example points out that if he produces 40 
bushels and he is guaranteed 70, he is short 30 bushels. 

He does have price opticais at the time of sign up as to the price 
per bushel he selects. The highest option, of course, would be tied 
relatively close to the target pnce. In this case we used $2.10 and 
computed on that figure his loss would be $63. 

The next example is for wheat and the same principle applies to 
wheat as well as to cotton which you will see on the next charts. 
(See charts 18 and 19, pp. 63 and 64.) 

You simply take tJie bushels short times the price option. 

Chart 20 dramatizes the point the Secretary was making. Even 
with our disaster programs we are still not capturing the need. (See 
chart 20, p. 65.) 

Under the present disaster programs, we are still only capturing 
about 30 percent of the cost of production. This does not even cover 
the variable costs. 
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So, you can see what the plan we propose would do. You can see 
how much more protection would be available to the producer under 
the proposed program. We believe this to be a very good business 
insurance approach to the program. 

Mr. Chairman, this quicHy runs you through the charts. The charts 
are part of my testimony. I nope this will give you an overall picture 
of our plan to offer a. meaningful comprehensive protection plan for 
farmers of our country. 

I will be happy to answer any questions you may have. 

Mr. Jones of Tennessee. Without objection, charts 1 through 20 
will be inserted in the record at tiua point. 

[The charts referred to above follow:] 
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FARM PRODUCTION 
PROTECTION PROGRAM 

PROeRAM OBJECTIVES 



1. ALL-RISK; ALL-COUNTY; ALL-PRODUCERS 

2. ESTABLISH ACTUARIAL BASE 

(COVERAGES ft PREMIUMSI 

3. INDIVIDUAL PRODUCER COVERAGE 

4. USDA COUNTY OFFICE-DELIVERY 

5. COUNTY COMMITTEE ASSIST IN 

ESTABLISHING INDIVIDUAL PRODUCER 
COVERAGES 

6. COVER MAJOR COST OF PRODUCTION 

7. COST AFFORDABLE 

A. TO FARMER 

B. TO GOVERNMENT 

C. TO CONSUMER 
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FARM INCOME 

VS. 
FARM EXPENSE 




gfft' FARM PRODUCTION 



1959 '66 67 68 '69 70 '71 '72 73 '74 '75 '76 '77 

YEARS Prakmiiwiv 
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FAI^ EXFENSE MAL/SIS 



360 360 



TOTAL CROP LIVESTOCK CROSS 

FARM PDOOUCTION PRODUCTION UTILIZATION 

PRODUCTION EXPENSE EXPENSE EXPENSE 
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DISASTER 


OTHER 




CROP 


CROPS 


FCIC 


CROPS 


PRODUCTION 






NO PROGRAM 


EXPENSE 






ESTABUSHED 
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COST OF FmUCTION 

INDIVIDUAL DISASTER CROPS 



COflN WHEAT COTTON GRAIN BARLEY RICE 
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COST OF PRODUCTION 

FOR ALL CROPS 
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A+B 


A + B + C 








COST ONLY 
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OVERHEAD 


MANAGEMENT 
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COST TO FARMER 

PER $100 OF PROTECTION 

FARM PRODUCTION PROTECTION 
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18 MAJOR CROPS 

INCLUDED IN INITIAL THRUST 

OF 

FARM PRODUCTION 

PROTECTION PROGRAM 



DISASTER CROPS 


OTHER CROPS 


CORN 


SUGAR CANE 


GRAIN SORGHUM 


SUNFLOWERS 


WHEAT 


CITRUS 


COTTON 


DRY BEANS 


RICE 


SOYBEANS 


BARLEY 


OATS 




FLAX 




PEANUTS 




TOBACCO 




RAISINS 




SUGAR BEETS 




RYE 
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COMPARISON OFPROWCTION 
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FEDERAL CROP INSURANCE CORP. 
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DETERMINING INDEMNITIES 

PAYABLE TO FARMER 

FARM PRODUCTION PROTECTION ACT 



CORN 



1. PRODUCER BASE 
YIELD 



2. FPPC GUARANTEE 



100 BUSHELS 
70 BUSHELS 



ACTUAL PflODUCER YIELD 
FOR CROP YEAR 



EXAMPLE 1 EXAMPLE 2 



20 BU. 



BUSHELS LOST BELOW 
FPPC GUARANTEE 



EOBU. 



LOSS PAYABLE 
TO PRODUCER* 



«63/AC. 



$106/AC. 



*LOSS FIGURED ON PRICE ELECTION OF $2.10/BU. FOR 
CORN MULTIPUED BY NUMBER OF BUSHELS LOST 
BELOW FPPC GUARANTEE. 
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DETERMINING INDEMNITIES 

PAYABLE TO FARMER 

FARM PRODUCTION PROTECTION ACT 



WHEAT 



1. PRODUCER BASE 
YIELD 



2. FPPC GUARANTEE 



28 BUSHELS 
20 BUSHELS 



ACTUAL PRODUCER YIELD 
FOR CROP YEAR 

BUSHELS LOST BELOW 
FPPC GUARANTEE 

LOSS PAYABLE 
TO PRODUCER* 



M2/AC. 



*LOSS FIGURED ON PRICE ELECTION OF $3.00/BU. FOR 
WHEAT MULTIPLIED BY NUMBER OF BUSHELS LOST 
BELOW FPPC GUARANTEE. 
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DETERMINING INDEMNITIES 

PAYABLE TO FARMER 

FARM PRODUCTION PROTECTION ACT 



COTTON 



1. PRODUCER BASE 
YIELD 



2. FPPC GUARANTEE 



600 POUNDS 
420 POUNDS 



ACTUAL PRODUCER YIELD 
FOR CROP YEAR 



EXAMPLE 1 



EXAMPLE 2 



250 LBS. 



POUNDS LOST BELOW 
FPPC GUARANTEE 



LOSS PAYABLE 
TO PRODUCER* 



W8.40/AC. 



*LOSS FIGURED ON PRICE ELECTION OF *.SZ/LB. FOR 
COTTON MULTIPUED BY NUMBER OF POUNDS LOST 
BELOW FPPC GUARANTEE. 
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FARM PRODUCTION PROTECTION 
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DISASTER PAYMENT PROGRAM 
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Mr. JoNBs of Tennessee. Mr. Fo^e? 

Mr. PoAOB. Mr. Chairman, let me explain that the chairman of the 
full committee is at the White House nght now and therefore I must 
BO chair the full coomiittee. I want to apolt^ize to the Secretary for 
having to leave. I do not want the Secretary to think I am not inter- 
ested m what he has to say. 

Mr. JoNBS of Tennessee. Under those conditions, we will excuse 
you for the time being, Mr. Poage. I am sure the Secretary understands. 

Secretary Bbrgland. I understand. 

Mr. JoNE3 of Tennessee. Mr. Deal, we thank you for the chart 
discussion and explanation. I suppose that you would like some 
questions at this point. Is that right? 

Secretary Beroland. Yes; we are ready, Mr. Chainnan. 

Mr. Jones of Tennessee. Are you finished, Mr. Secretary? 

Secretary Beroland. Yes; we are finished. 

Mr. JoNB3 of Tennessee. Mr. Madigan? 

Mr. Madigan. Mr. Secretary, I understood you to say at the outset 
that Mr. Deal would be speaking about some recommended changes 
that you were goii^ to have tor the bill introduced earlier with 
Tegard to participation by private insurance agents. 

Also I tnought you made some reference to crop hail as being in 
the category of something which you were going to recommend a 
change in this morning. 

I Old not hear Mr. Deal make any reference to those matters. I 
wonder if I misunderstood you or if it is something you want to talk 
about now. 

Secretary Bbrgland. We simply did not get into the details, Mr. 
Madigan, so that we could spend more time on questions. 

About 2 months ago I was approached by some of the leaders of 
the private insurance industrv m the United States inquiring as to 
whether or not we would be aole to work out some sort of a coopera- 
tive arrangement. We said that we would like to discuss it. So Mr. 
Deal and Dr. Hathaway and others in the Department responsible 
for this program convened a conference of persons from USDA and 
leaders of the crop hail industry. They have met and agreed to some 
changes. I will ask Mr. Deal to detail those changes for those sugges- 
tions for you, 

Mr. Madigan. Thank you. 

Mr. Deal. There were many areas of discussion. There were some 
areas of agreement and some areas of dis^eement. 

The major area, of course, under discussion was the elimination of 
the perils of fire, hail, and lightning, that is, the elimination of those 
perils from the all-risk policy. 

We did not agree to that provision. 

We did say that there was a possibility of writing an exclusion 
policy as long as the option was the fanners. If the farmer were so 
mclined and wanted to buy his hail insurance from private industnr, 
then with proof of that policy we could eliminate that peril from the 
all-risk policy. Then we could reduce the premiimi of the true risk 
for the peril of hail from the total premiimi structure. That is where 
that issue stands. There is still no agreement in that particular area. 

Mr. Ma hi May I interrupt you at this point? Perhaps I am 
coofi t presentation that you just gave. 
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If I understood that presentation, y;ou would be paying half of the 
premium or assuming half of the premium cost for tne first half of the 
coverage. 

If that assumption is correct, why would any fanner elect to buy 

Erivate hul insurance if you were going to pay half of his cost if he 
ought from you? 

\lr. Deal. There is not a uniform answer to that on a nationwide 
basis because, first of all, you have to separate the difference in the 
program of an all-risk program which is a production-^arantee pro- 
gram from a percent oi loss-damage program. 

Of course, if we are in areas wnere there is virtually little risk of 
hail, then we have very little written into the program for that struc- 
ture. If you get into the high-risk area, or of high-hail-risk area, I 
should say, then, of course, it starts to play an important part of the 
premium. 

However, you cannot correlate the amount of premium that we 
would charge on an all-risk policy with what the premium charge 
would be on a hail policy. Basically the two major risks under our 
poUcy are excess moisture and drought and not hail. 

Secretary Bergland. Let me amplify on that for a moment, Mr. 
Madigan. 

For example, in the case of wheat, the high plains countiy of north- 
west Nebraska is 

Mr. Madiqan. Excuse me, Mr. Secretary. May we be excused for 
a moment to go next door and answer the quonun cell of the full 
committee? 

Secretary Beboland. Certainly. 

Mr. Jones of Tennessee. Mr. Foage has answered that quorum call, 
so we will let him preside white we answer it. 

Mr. PoAQE [acting chairman]. Mr. Secretaiy, we could continue or 
whatever you like. 

Secretaiy Beboland. We were responding to a question put by 
Mr. Madigan, so perhaps we can wait until he comes back. 

[Recess taken.] 

Mr. Jones of Tennessee. The subcommittee will resume its sitting. 

Mr. Madigan, you may proceed with the questions you had begun 
with. 

Mr. Madiqan. Mr. Secretary, the background paper for H.R. 12636 
says that when fully operational the plan is expected to cover 68 per- 
cent of the U.S. crop acreage. What are your plans for the other 32 
percent? 

Secretary Beroland. Mr. Madigan, first of alt, I would like to 
answer your question with regard to crop hail. We have plans to estab- 
lish the risk and the premium and the benefits according to the risks 
in the region. 

Northwest Nebraska is more likely to receive damage from hail 
than the area in which I farm and raise wheat. So, the premiums there 
would be higher on the hail component than it would be in the area 
from which I come. 

A farmer in northwest Nebraska who wanted to buy private hail 
insurance would see a reduction in the Federal crop hail component 
of his premium. He would not see so much of a reduction in my country 
because the hail risk is much less. I do not know of anybody who car- 
ries insurance for hail. 
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Mr. Madioan. If instead of comparii^ Nebraska and Minnesota, 
we take the farmer in Nebraska and compare his totalpremium under 
your policy, including hail, then we have one figure. Then, if we take 
a private hail policy and if we take your coverage, excluding private 
hail, then we have another figure. 

My question to you is: Would not that second figure be less than 
the combination that makes up the first figure by virtue of the fact 
that you are going to pay half of the cost of his premium for the hail 
insurance? At least that is what I understood from that chart. 

Secretary BsBGLANn. Mr. Deal, would you please answer that 
question? 

Mr. Deal. Yes ; the true-risk premium for that particular 
hazard 

Mr. MAniQAN. But you would be paying half of the cost. 

Mr. Deal. For that portion we back out. If it were 50 cents, and 
we toe talkine about the 50 percent level, then 25 cents of that would 
be what would be deducted from the producer. That is correct. 

Mr. Madigan. Perhaps you can justify that for me. I have some 
problems understanding ttus. 

However, I do understand why you want to go into areas and pro- 
vide coverage for people where the covers^ is not otherwise being 
Erovided. I can also understand that that might cost the Government 
iss to do that than the present disaster.programs. Also, I can certainly 
support that. 

However, I have a real problem understanding why the Federal 
Qovemment should propose to go into a business that other people 
are in and to offer a product for half of the cost for what it is bemg 
presently offered and purely because we are the Federal Government 
and can ask the Congress to underwrite it. You have not justified that 
to me. 

Mr. Deal. This, I suppose, gets to be more of a philosophical 
question. However, first of all, we feel it is essential to replace the 
disaster programs with a comprehensive all-risk program that is not 
available from private industry. We feel it is essential that the perils 
of hail and fire remain in the all-risk policr^. 

We need to work with the industry. We have to have the independ- 
ent agents involved in the marketing- concept if we are to fully and 
aggressively reach 68 percent or more of the acreage. We beheve this 
is vital in replacing the disaster programs. We also, beheve we need 
the profession als involved in capturing that market. 

We are looking for ways, as the Secretary indicated, for areas of 
compromise so that we can get the independent ^ents to a^ressively 
pursue the marketing of the all-risk pohcy. 

We feel that the all-risk must include all perils for loss of pro- 
duction, but we have said that it is administratively possible to offer 
an exclusion policy. If that independent agent felt that he wanted 
to market that hail cover^ separately, then he could have an ex- 
clusion offered under the all-risk policy. That is basically our sug- 
gestion as long as the decision is tne farmers. 

Mr. Harkim. Will the gentleman jield? I have an amendment on 
the floor. I wonder if I could ask one question at this point. 

Mr. Madigan. Certainly, go right ahead. I will yield. 

Mr. Habkin. I do not have any brief for the insurance companies 
themselves- t the hail insurance may be a very small part of 
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the total insurance picture, la terms of the private agents who are 
out there in the rural areas selling insurance, however, it is a big 
part of tlieir insurance. I guess I am still not clear as to how they 
are going to be folded into this. 

For example, a private insurance agent in my area — all philosophy 
aside — doesn't care, I would think, whether he sells insurance for the 
Government or for any other insurance company. 

Are you saying that you are going to fold them into this and use 
diem as the marketing agents? 

Secretary Bbbgland. Mr. Harkin, this would be at their option. 
The private insiu^ance ^ent could be an agent handling Federal crop 
ineurance. We could have a bank as the agent for all the accounts. We 
could have a cooperative as the agent for all its members. A fruit 
marketing cooperative could be the agent for insurance for all the mem- 
bers of ite organization. 

The bill we offer would permit the involvement of the private sector 
to that extent. 

Mr. JoNSs of Tennessee. Gentlemen, I hate to interrupt, but we 
have had the second bell on the floor of the House for a vote. So, 
let us recess for a few moments. 

Mr. Secretary, I guess you will have to go; is that right? 

Secretary Bbkqland. Mr. Chairman, I have a hearing on anti- 
trust legislation. I will have to leave. 

Mr. JoNBS of Tennessee. Will you leave Mr. Deal with us? 

Secretary Bbrgland. Certainly. 

Mr. JoNBS of Tennessee. Thank you very much, Mr. Secretary, 
for being with us. We will stand in recess for 10 minutes. 

[Recess taken.] 

Mr. JoNBs of Tennessee. The subcommittee will resume its sitting. 

The subcommittee has mutually a^eed here that we all have ques- 
tions to ask. Mr. Madigan suggested that we share the time a little 
bit, so, Mr. Deal, I have a question or two that I would like to direct 
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You will recall that sometime ago I introduced a bill — H.R. 7111. 
The administration bill which you have before us now is essentially 
that same bill with a few important changes. 

One of the more important changes is tnat your bill grants a great 
deal of authority to the Commodity Credit Corporation Doard instead 
of a more independent and specialized crop insurance board. Why was 
that change made? 

Mr. Deal. Mr. Chairman, there were a number of reasons for the 
change. First of all, as you indicated, the program is essentially the 
same as in the bill H.R. 7111. One of the first reasons for the change 
was to be conipatible with the Carter roorganization plans. There are 
corporations that can be eliminated and still accomplisn the job within 
otiier corporations or other agencies. From the standpoint of being 
compatible and in compliance with the reorganization this did elimi- 
nate one corporation and an agency in the Department of Agriculture. 

As for the issue of utilizing the Commodity Credit Board, the CCC 
borrowing authority was already in place. So the borrowing authority 
was the reason for moving into the Commodity (>edit Corporation. 

Mr. Jones of Tennessee. Mr. Deal, for the record, who sits on the 
CCC board now? 
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Mr. Deal. The Secretary is chairmaD and the Assistant Secretaries 
of Agriculture are members. 

In the administration proposal we are suggesting to increase the 
board membership by one for a total of eigM. An insurance expert 
would be a member and there would be the manager of the insurance 
operation. 

Mr. Jones of Tennessee. What is the composition of the Federal 
Crop Insurance Board? 

Mr. Deal. The present composition is five. Three members are 
Department officials which include myself as manager. The outside 
members are two people experienced in insurance and agriculture 
products. So the present composition is three Department of Agricul- 
ture members, and two outside members with insurance bacl^round. 

Mr. Jones of Tennessee. I have wondered since it took place m your 
bill about whether this is a good idea to take these sensitive decisions 
like these out of the hfmds of the experts who compose the FCIC 
board now. 

Mr. Deal. That is a valid point, Mr. Chairman and this is one of 
the reasons the advisory committee approach could be used to provide 
the expertise to the Commodity Credit Board. The advisory com- 
mittee would have the insurance expertise. 

Mr. Jones of Tennessee. Back to the question about the insurance 
expert who would be named to the CCC board. Who would name the 
insurance expert? 

Mr. Deal. That would be the President. He would appoint the 
member responsible for the insurance operation and this appointment 
would be suDj'ect to Senate confirmation. 

Mr. Jones of Tennessee. I have no more questions at this point. 

Mr. Panetta, do you have any questions? 

Mr. Panetta, Thank you, Mr. Chairman. 

Mr. Deal, first of all with regard to the cost of the premium, is this 
a cost that would apply nationwide, or would that vary with regard 
to a particular area? 

Mr. Deal. Are you referring to the chart that shows cost of 
premium? 

Mr. Panetta, Yes. 

Mr, Deal. That is a composite nationwide figure for all com- 
modities. The cost of the premium to the producer hopefully can be 
applied to the individual producer to be based on the commodity he 
pidted, his particular geographical area, and then the risk on his 
particular farm^ coupled with the price selection that he chose on that 
commodity. 

Mr. Panetta. It would vary from area to area depending on the 
risk and the crop and the history, et cetera? 

Mr. Deal. That is correct. One of the basic concepts that we 
apply is "neutral rating effect" in order that the true risk is recognized 
by the producer. 

Mr. Panetta. Who would establish that exact cost? 

Mr. Deal. The Commodity Credit Corporation would have a 
separate operating function with the primary functions of actuarial, 
loss adjustment, and program development separated. The actuarial 
would be set up as a separate arm within this operating function, and 
the actuarial arm would establish the basic coverages and rates and 
would have the final authority on the individual producer. 
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When we are trviug to determine up to 4 millioo different coverages 
and rates naturally we would have to go to the local people for 
assistance. 

In this particular area we would work with the local USDA office. 
We presently have a pilot program in this area. 

We want to use a county committee group of people who would 
assist us in the individual distribution in the areas where we do not 
have sohd data. 

After the distribution and the assistance in this distribution, 
the final approval authority would lie with the actuarial division of 
the Commodity Credit Corporation. 

Mr. Panbtta. If I have a fanner who is seeking out this coverage, 
to whom would I go? Whet would be my contact point? 

Mr. Deal. We are looking at two areas of contact. We feel it is 
important to have the service available at least county-by-county 
consequently. We are looking at the USDA county delivery system. 
This is usually the ASCS office. 

The other area that we hope to be able to use is the independent 
insurance E^nts who would nave all the data for any of their clients 
whom they may want to encourage to participate in the program. 
The farmer then could contact his own independent insurance ag^nt 
to get the same information that he would get from the local USDA 
office. 

Mr. Mablenbb. Would the gentleman yield? 

Mr. Panetta. Certainly. 

Mr. Marlenbe. Did we not at one time have independent in- 
surance agents selling the Federal crop insurance? 

Mr. Deal. We do right now have a large number of them. 

Mr. Marlenee. You still do? 

Mr. Deal. That is correct. 

Mr. Marlbnee. But you eliminated those folks in several of the 
areas, in most of the areas. 

What percentage of independent writers are handling Federal crop 
insurance? 

Mr. Deal. We have approximately 30 percent — if you are counting 
it by. counties — who are covered by the independent commissioned 
agent group. That CToup is concentrated in two States. Virtually all 
of Minnesota and Virginia are on the commissioned agent agreement. 
From there, the number of independent agents will vary from 1 to 10 
in the other States. 

Mr. Marlenee. But you have, in fact, eliminated them and there 
is no guarantee that you will not eliminate them if you write a new 

{trogram saying that you are going to use them and then at some 
uture date exclude them. Isn't that correct? 

Mr. Dbal. If you are referring to what the act requires us to do, 
then you are absolutely correct. However, what we are saying is that 
we will very definitely need the help of the professionals if we are to 
accomplish our goal. We plan to a^essively move into the utilization 
of commissioned agent concept in the marketing area. 

Mr. Marlenee. I thank tne gentleman for yielding. 

Mr. Panbtta. You indicated the point with regard to the private 
insurance companies. You said they had some hesitancy witli regards 
to hail and a couple of other areas like fire coverage. Am I correct? 

Mr. Deal. Yes. 
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Mr. Panetta. Did you look at the possibility of tai^eting areas 
that private insurance companies were not providing cover for, or 
is that possible? 

Mr. Deal. In workii^ with the different members of private in- 
dustry in trying to get a better understanding of the whole problem 
and the situation, yes, we did this. 

Let me dramatize this. In our proposed plan we are talking about 
including livestock and poultry protection. In our discussions with 
private industry they pointed out that in particular areas of live- 
stock and poultry that they do offer an ample protection program 
for some risks. 

It is our intent to move into the "specific risks," For example, in 
livestock, one risk that we have a number of inquiries about is brucello- 
sis. So, we may look at specific risks in particular areas of livestock 
protection. We have had discussions with industry and I think we 
have bad agreement that we would limit protection plans to disease 
and poisoning which are areas that are not being covered by industry 
at the present time. 

Mr. Panetta. With regard to initial crop coverage, I think your 
charts indicate that you are going to cover 18 crops. When would you 
anticipate coveiing the remamder of the crops? 

Mr, Deal. We presently have experimental programs on eight 
other commodities. I think we can move into those quite rapidly. 

We will move into pilot programs on many of the other commodities 
within a year or two ; after the development stage we can move to a 
"limited base" program. One of the dangers, of course, is moving too 
fast into an area where we do not have the actuarial base from which 
to build. So, in many cases we will have to build a base. 

The historical data that is available on commodities that we cover 
now, will have a direct bearing on how fast we will move nationwide, 

Mr. Panetta. What kind of protection would you provide for those 
crops in the interim? 

Mr. Deal. You are dealing in commodities that are not under the 
low-yield disaster programs, so they are not affected in tiny way. 

You are getting into the nondisaster commodities. There is no 
protection plan for them. We believe we have to get to those crops 
and provide some protection. However, they would have the emer- 
gency loan programs of FmHA. And those loans would continue to be 
available. 

Mr. Panetta. I am thinking about tomatoes. Under this particular 
program bow would a tomato grower be protected? 

Mr. Deal. We are in a limited number of tomato programs. From 
am insurance standpoint, I would hope that we could be into the toma- 
toes nationwide within less than the 3-year period from enactment. We 
have had tomato insurance for a numoer of years. As you are aware, 
we did expand into a few counties to test the different marketing 
concepts of California versus those in Ohio. 

All indications are good that we have a sensible program in 
California. 

Mr. Panetta. Is it the intention of the Department to eliminate — 
and I guess ^e administration would have to agree with this because 
we have smdl business payments and other disaster payments and so 
on — but is it the intention to eliminate those in favor of this kind of 
broad insurance? 
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Mr. Deal. The intention is to have the subsidized interest portion 
of it eliminated. That definitely^ was one of the buildii^ blocks toward 
determining the costs, which is the difference between the 3 percent 
and the ongoing interest rate and it would definitely be the intent of 
the program to replace the low 3-percent interest loan programs. 

Mr. Panbtta. Your estimated cost is $542 million. The testimony 
this morning is that is fairly close to what we are paying now. That 
would be $450 miUion for ASCS in addition to the otner disaster 

tr. Deal. Yes, that includes the difference between the 3 percent 
and the prime rate or another rate, whichever would apply, 

Mr. Panbtta. I see. Thank you. 

Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you, Mr. Panetta. 

Mr. Marlenee, do you have any questions to ask Mr. Deal? 

Mr. Mablenee. I have a lot of questions about this prosnia. 
However, I am not prepared to pursue them all at this point. Mr. Deal, 
I see the coverage as bemg very broad on this program. You're attempt- 
ing to expand in just about eve^ commodity covered ; is that correct? 

Mr. Deal. That is correct. We are talking about those from which 
an actuarial basis can be developed. 

Mr. Marlenee. How do you think that you are going to handle 
this without a vast increase in the number of employees which will be 
needed to handle the program? 

Mr. Deal. This will be in two areas. We hope to he able to contract 
the laj^ amount of the local work with commissioned agents in the 
marketmg and collection of premiums areas. 

As for the servicing, we hope to use the already ongoing USDA 
employees through the ASCS delivery system. We are not anticipating 
any increase in the permanent employment to handle the four pro- 
grams that we are talking about. In fact, there will be a reduction in 
person-years. 

Mr. Marlenee. Would the administration be willing to niite 
guarantees in the bill to that effect? I am talking about Imiiting the 
anployees. 

Mr. Deal. I think you will find in our testimony that we estimate 
the four programs will take 3,000 man-years right now. We anticipate 
that by combining the programs, it will take about 2,440 man-years, so 
there will be a saving of about 560 man-years by consolidation of 
programs. 

Mr. Mablenee. I know the county ASCS offices and the local 
people out tiiere in USDA are overworked. They are very badly 
overworked. I do not see how you can pick up any time in those 
offices. 

Mr. Deal. Hopefully, with this prt^am we cfm get some stability. 
Just a short time ^o they were underworked. So maybe we can level it 
off. 

Mr. Marlenee. When they were imderworked, I think we saw a cut 
in the employment levels in USDA. I know we did locally and in some 
other areas. I think we should be striving for that. However, that is 
not something for us to discuss here this morning. 

Concerning the cost of the program, what happens in the high-risk 
areas if you get saddled with just the high-risk coverage? 
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Mr. Deal. First ai fJl, the key issue in the whole thing is our 
capabihty to actuarially establish a prt^am in order to truly establish 
a coverage that relates to the individual's base yield as well as his 
individual risk. 

If we have truly applied neutral impact, then our assumption — and 
we think it is vdid — is that we will have even distribution of par- 
ticipation. 

Obviously, if we underrate and overprotect or if the coverage gets too 
h^h in high-risk areas, then you are naturally going to have a higher 
participation in high-risk areas and you will reduce your participation 
in the low-risk areas. 

Mr. Mablenbe. In other words, the higher the risk, the higher the 
premium that you will be charging? 

Mr. Deal. That is correct. 

Mr. Marlbneb. Have you given these people anything? Bave you 
given them anything other than what is available now? 

Mr. Deal. I do not understand your question. 

Mr. Marlenee. Have you really created a program that is going to 
serve any need? Are not they already covered? 

Mr. Deal. No; we do not cover them. They are covered with the 
low-yield disaster program. This only captures about 30 percent of the 
cost of production. 

Mr. Marlenee. And the private insurers. We have the private 
carriers. 

Mr. Panetta. If the gentleman will yield, I think it should be made 
clear, however, that in those areas which are high-risk areas now which 
draw disaster assistance, that this program would have the impact of 
perhaps eliminating those people who now get coverage with regard 
to disaster payments because they simply could not pay the 
premium on the hieh-risk policies. Is that a like^ result? 

Mr. Deal. I think it has a neutralizing effect. We intend to partici- 
pate in the cost of the premium. However, the major participation of 
cost will be at the 50-percent level of a norm or base yield, whatever 
that base is. 

We took some of the extreme cases we could find. We took a high- 
risk area and applied the program. We would still be offering more 
protection to the farmer than presently offered through the disaster 
program and at a reasonable cost. 

So, I think the high-risk areas usually and traditionally have lower 
production history. That related into the premium. 

So, in all cases we found — and again I emphasize working with the 
50-percent level because when you move into the 70 or more to 90 
percent cost of production, it escalates very, very rapidly. We will 
build on a basic program of the 50-percent cost of production which 
we believe will cover essentially the variable costs. 

Then we will build the options that will be the choice of the producer. 
I think it should be made very clear that in high-risk areas, as you 
build onto the 70-perc6nt level or the 90-percent level, the cost will 
escalate tremendously, much more so that m the low-risk areas. 

Mr, Marlenee. In those high-risk areas, will not they opt for your 
program? They would opt more in those h^h-risk areas than they 
would in the other areas, wouldn't they? 

Mr. Deal. We do not think so. If you recall one of our charts, 
when we took all crops and weighed them all together, with the average 
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riak and the high risk, the last 20 percent of protection was still 
coeting $24 per $100 of protection. 

I think when you move into the high-risk area, you can easily grasp 
what will happen and that will be a considerably higher Egure than 
$24 per hundred. So, I think that in itself is a sel^goveming item 
which will curtail things. 

Mr. Maklenee. The greatest concern that I have with this program 
is that once we get ourselves into this insurance program and once we 
get down the road to where we cannot extract ourselves and then we 
might find the cost too high, then this Government or your ^ency 
win find it necessary to have mandatory coverage before you can 
participate in any of the commodity programs that are affected. 

Mr. Deal. I can only answer as to what the present administra- 
tion's goals are. When you talk about the mandatory coverage, it is 
one of the issues and options that the President has dealt with. He 
said there would definitely be no mandatory provisions tied to the 
insurance program. 

However, the act does not prohibit it. A person receiving an FmHA 
loan may have a requirement in the loan that he carry a Federal 
program in order to assure the Government's loan. 

Mr. Marlenee. Mr. Chairman, I think that indicates the grave 
concern that I have. This is being considered obviously. I would want 
no part of this, and I would write into the bill an amendment to 
prohibit this. 

I have no further questions at this time, Mr. Chairman. 

Mr. Jones of Tennessee. Mr. Marlenee, we thank you. Mr. Madigan. 

Mr. Madigan. Mr. Deal, I want to go back to the briefing paper 
which says that when the plan is in full operation it is expected to 
cover 68 percent of the U.S. crop acre^e. 

It seems apparent to me that you are going to offer the basic cover- 
age for probably 50 percent less premium chaise than is available 
from the private industry and that the private industry people are not 
going to be offering this kind of coverage very much longer. 

If you are so anxious to cover only 68 percent of the U.S. crop 
acreage and if you have effectively put the private insurers out of 
business, then what happens with the other 32 percent of the crop 



Mr. Deal. To clarify this, let's stay with the 50-percent level. We 
are rating for an all-risk program. There is vhtually little risk to the 
rate from the hail standpoint. So, I think you have to separate oranges 
and apples. A hail insurance policy is not the same as an all-nsk 
poUcy. There is a dramatic difference between the two which has to 
be recognized. 

Our 68-percent participation was based on a number of assumptions. 
One of the bi^er assumptions was that there will not be continuation 
<rf other disaster programs. Obviously, if they are continued there is 
no way that a 68 percent is attainable. 

Also on the 68-percent participation, we feel the bulk of our par- 
ticipation will be at the 50-percent level. In fact, in our projections we 
show that of the 68 percent, 38 percent ^vill be at the 50-percent level. 
A Uttle over 24 percent of the 68 percent will be at the 70-percent level 
and we are looking at only 6 percent that would be at the 90-percent 
IbtoI. 
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The other assumption was this: We had two other measures from 
which to build. First, there is the present crop insurance program with 
40 years of history. We can say, "Here is what we have done," Our 
present prc^am says that we must charge enough premium to cover 
mdenmities plus build a reasonable reserve. The part of the Govern- 
ment's contnbution is the administrative costs. 

With all the different programs that have dealt with loss of pro- 
duction, we still have only captured 14 percent of the eligible acreage 
on which we could have written a program. 

If you want to measure this against the total acreage in the Nation, 
it amounts to 8.6 percent. 

The other example which we looked at was the Canadian program. 
They have an all-risk program similar to what we have. In most 
instances their programs are by province and not a national program. 
But they are very uniform in that the Government pays all the ad- 
ministrative costs. In most cases the Government subsidizes the cost 
of the premium by 50 percent. 

Here again, there is very little other disaster protection available 
to their producers from the standpoint of production loss. 

In the heart of the agricultural provinces they have about 80- 
percent participation. This was the other building block we used. 

We realize there is a lot of assumption in that 6-percent figure. 
However, we think it does reflect a realistic participation, provided 
that we can get the aggressive sales force needed and this does involve 
private industry. 

Now, getting on to the issue of the hail question and how it relates, 
we do not see this as a competitive issue on the basic 50-percent 
coverage plan. We see it as a more compatible proeram. 

As Isaid at the beginning, the element of risk of hail on 50 percent 
of your production is very, very low. However for all-risks, nation- 
wide, talking about all crops, we are looking at a true risk of about 
6.7 or $5.70 for $100. Looking — and I don't nave the latest figures of 
the industry, but the ones I recall I think are through 1976— at the 
ratio of indemnities from 1915 through 1976 it is 2.6 or about $2.60 
for $100. They are chai^ng the farmers somewhere in the neighborhood 
of $4.30 and that is against what is considered the full-level cover^e, 
or the full value, in other words. 

Mr. Madigan. I do not mean to cut you short but I think perhaps 
I did not make my question clear. 

Acknowledging that you are dealing with assumptions, what do you 
assume will be available for the other 32 percent? 

Mr. Deal. As far as the protection plan is concerned? 

Mr. Madiqan. Yes, 

Mr. Deal. I think the only alternative they are going to have 
available is the ongoing emergency programs m the lending area. 
These would be available through the FmHA. Of course, there is the 
credit elsewhere test. Also, farmers will have the specific risk insurance 
available through private industry if they feel they want to protect 
only against ha3 and fire. However, there will be no other coverage. 

Mr. Madigan. Let me see if I understand what you axe telling us. 
You are telling us that even if the Government has a program that 
underwrites half of the premium costs, you expect that a third of the 
farmland or cropland in the United States will still be a candidate for 
disaster aid. Is that correct? 
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Mr. Deal. What was the last part of your question, Congressman? 

Mr. Madioan. One-third will still be a candidate for disater aid; 
is that what you are telling us? 

Mr. Deal. Will be a candidate — we are not suggesting any programs 
directly, but he definitely would be a candidate. 

Mr. Madiqan. In your answer to Mr. Harkin and in your earlier 
letter to Mr. Jones of the subcommittee, you have emphasized on 
both of those occasions that in order for your program to work you 
are going to have to have a strong participation of the independent 
insurance agents. However, if I understand the presentation that 
you have made this morning, the conmiissions that you would pay to 
them would he at a lower rate than the conmiissions they presently 
get from private insurance companies and, there would not be any of 
the renewals that they presently enjoy with private insurance com- 
panies. Is that correct? 

Mr. Deal. No; that is not correct. 

The issue of commission rate is a very important one. It is a nego- 
tiable item that the corporation and the private agent will have to 
come to terms on. Unlessitisbeneficial tohim, weknowheisnotgoing 
to^^ressively market it. 

We think the test is not in the first year. The real test is the ongoing 
participation, to keep the person participating in the program. 

We feel this will take the professional agent. He will have a renewal 
every year to keep his client up to date on changes. Of course, he will 
collect the premiums. 

In other words, the whole area of commission is negotiable. 

Mr. Madigan. Mr. Deal, I do not want you to go too far afield. I am 
infringing on the time of the other members of the subcommittee. 

Are you going to pay the same commissions and the same renewals 
that E^^ts get from private insurance companies? 

Mr. Deal. No; I think that will vary by geographical area and by 
commodity. 

Mr. Madiqan. By geographical area and by commodity, are you 
going to pay the same commissions and the same renewals that private 
msurance companies would be paying in the same geographic area and 
on the same commodity? 

Mr. Deal. Not necessarily, because our premium will generate con- 
siderably more premium per $100 of protection than hail generally 
does. We have to look at what is a reasonable and acceptable com- 
mission for the independent agents. In some cases it would be more 
uid in some cases it would he less. 

We have to work with them to find an acceptable plan. In some 
areas we generate low premiums and in some areas high premiums will 
be generated. 

Mr. Madiqan. You indicated in your answer to Mr. Harkin that the 
private hail insurance volume was deminimus. I am told that the cover- 
^e in 1977 was $10 billion and that the premiums were $340 million. 
Do you regard that really as being a deminimus kind of thing? 

Mr. Deal. No; I believe that captures about 25 percent of their 
potential out there. That is not minmial at all. 

Mr. MAniGAN. Mr. Harkin said that he held no brief for the in- 
surance companies but that he was concerned about the agents. I 
think he ought to be. I am too. 
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However, I am also concerned about the mutual companies who do 
not sell anything but hail and fire insurance to farmers. You will put 
them out of business; won't you? 

Mr. Deal. That is an issue which can he debated for some time. 
Historically, we can show that where FCIC have developed programs 
we have created insurance awareness and everybody has grown from 
that awareness. 

The Canadian programs have demonstrated the same thing. Yes; I 
fulW' recognize it is a debatable issue. 

However, it is not clearcut one way or the other. 

Mr. Madiqan. In Lincoln, 111., and in Logan County, if the ASCS 
office is offering an insurance coverage for half what the Lincoln Land 
Logan County Hail and Fire Insurance Co. is offering, farmers around 
there are going to buy what they can buy for half as much, of course. 
There will he nothing left, 

Mr. Deal. May I speak as a farmer on this issue rather than as an 
insurance professional? 

Mr. Madigan. Certainly. Don't tell me you would pay twice as 
much for the same thing; would you? 

[Lau^ter.] 

Mr. DuW,. No; as a farmer, I would be weighing my element of 
risk. Let's stay with the 50-percent-level pn:^;ram. We say it is a loss 
of production or production protection plan. So my proiduction has 
to fall to 50 percent before I can start to collect $1. Then I am only 
paid for that amount I am short of 50 percent. 

On the other hand, I will take my hail policy. Let's assume that I 
take a nondeductible, because you can buy deductibles as well as 
nondeductibles. If I have a 50-percent loss of my value and if I have 
a loss of 50 percent, then I am entitled to payment for my hail loss of 
60 percent whereas I would not have collected a penny on my all-risk 
pohcy. 

As a farmer, I have to evaluate my risk. If my risk is excess moisture, 
and if I take a hail policy, I will not be happy with my hail policy. 

The same is true if^my risk is hail and I take an all-risk policy. I will 
not be happy with that. 

I think t^e farmers are very shrewd. I have the confidence tiiat 
they will understand what their risk is. They will separate it out and 
make the correct decision. 

Mr. Madigan. Thank you. 

Mr. Jones of Tennessee. Thank you, Congressman Madigan. 

Are there other members of the subcommittee who wish to be 
heard? Mr. Bedell? 

Mr. Bbdbll. First of all, at least as one member of the subconmiit- 
tee, Mr. Madigan, you owe me no apology, because I think the ques- 
tions you raised are very important. They need to be brought up. 

Mr. Deal, what percent of the farmers do you think will take out 
coverage under your new program? You may have already told the 
subcommittee that. 

Mr. Deal. Yes; we were estimating that after the enactment and 
the first 3 years, 68 percent would be covered. This figure would he 
based on the eligilue acreage. Farmers would take one of the 
plfms or options available. 

Mr. Bbdbll. By "eligible acreage," what do you mean? 
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Mr. Dual. All elijgible acreage of the 18 commodities that we are 
sUEgesting in our bill. 

Mr. Bedell. Does the proposal also say that you are going to elimi- 
nate the disaster pro-am, or will it still stay in? 
Mr. Db\l. It eliminates the disaster program. 
Mr. Bbdbll. By the way, in the bill H.R. 12636 — that is your bill; 
right? 

Mr. Dba.l. Yes; that is the administration bill. 
Mr. Bedell. Is that what we are talking about here? 
Mr. Db\l. Among other things, yes. 

Mr. Bbdbll. Because I cannot find anything in here that indicates 
that these are the payments that are going to be made, or this is what 
is goin|; to be done, or anything else in that regard. Am I missing 
somethmg? Does it say in here that we are gomg to subsidize 50 
percent, for example? 
Mr. Deal. It does not. 

Mr. Bedell. Would we pass the bill and you would decide what 
you are going to put in? Or would you send us another bill, or what is 
the process that we are going to be following? 

Mr. Deal. We are buuding legislative history. At least this admin- 
istration is proposing to do this. We have made the piesentation on 
that earlier. 

Mr. Bedell. Suppose we pass this bill. What is going to happen? 
What will happen if we pass it the way it is? Anything or notmng? 
It does not say in here anytbii^ about a 50-percent suDsidy for the 
insurance premium; does it? 

Mr. Deal. Not in the bill, but in our presentation and in our charts 
explained earlier, we pointed out the program that we propose. That 
would be a part of it. 

Mr. Bedell. Maybe I am wasting time. The concern I have is 
that I think we had better know what we are doing, and what the bill 
is, and what is in the bill when we come to it. I presume, then, that 
you are goit^ to bring forth some new suggestions as to what you want 
us to do legislatively, or do you expect us to just pass the bill and 
tell you to do whatever you think you ought to do? That is my 
question. 

Mr. Deal. We pointed out earlier what coverage we envisioned on 

the 18 crops. We talked about the type of program we would offer 

Mr. Bedell. You are not answering my question. 
Do you expect to have us pass legislation that mandates that you 
do what you are asking us to do, or do you expect us to pass legislation 
that says that you will decide what to do and you will go ahead and 
do it? Those things are not mandated in this bill. Which do you expect 
to do? 

Mr. Deal. I would assume that the committee would review and 
probably add to the options we are putting forth in regard to how the 
proeram is to be implemented. 

Mr. Bedell. So you expect us not to pass this bill, but you would 
hone that we would pass a bill that would mandate what you are 
calling for. Is that correct? 

Mr. Deal. We do expect amendments. Of course, these amendments 

we hope will comply 

Mr. Bedell. I think I am wasting the subcommittee's time. I guess 
the concern I have is this. 
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If 30 percent of the people are expected not to take out this cover^e, 
and if we then remove tne disaster programs, then those 30 percent 
will have no help at all. Is that not correct? I am talking about when 
disaster strikes for them, if it is a disaster. 

Mr, Deal. That is correct. Of course, it is the option of an individual. 
Every farmer will he eligible 

Mr. Bedell. I understand that. He still has that option right today, 
does be not? Most of them have the option if they are in the proper 
area to take out insurance or not take out insurance. 

Mr. Deal. The majority of them, but not all. 

Mr. Bedell. But we give disaster help for those who have not if 
there is a real disaster. Isn't that correct? 

Mr. Deal. That is correct. This is part of the problem of duplica- 
tion of efforts which we hope we can streamline. 

Mr. Bedell. As we duplicate that effort, I think we have to realize 
that we are legislating not just for one group. We are legislating for 
the whole society. If I read this correctly, we are hearing about 
proposition 13 and everythii^ else and people are saying, "Look, we 
expect you to operate the Government m a businesslike manner and 
concern yourselves with the money you spend." 

The problem I have, even though I represent a rural area, is how 
am I going to go out to my people and tell them that for the fanners 
we are going to subsidize their insurance by 60 percent, but we are 
not going to give any subsidy to insurance of the widow who has the 
possibility of having a fire in her home where she is living on social 
security, or we are not going to subsidize any of the insurance for the 
small businessman who is trying to operate a small business in our 
community. How am I going to go out and justifiably tell people that 
it makes sense for us to do Uiat? 

Mr. Deal. We recognize the issue. Congressman. That is why we 
are suggesting a subsi<fy. That is a conclusion that this subcommittee 
is going to have to reach. The subconunittee will have to decide on 
the degree of subsidy. 

We think it will have a direct bearir^ on the participation rate. 

Mr. Bedell. I have been in business. Whenever you don't have the 
business you want, the first thin^ you do is to say that you are going 
to cut pnces. You cannot do it in business because you have to stay 
in business. 

However, for us to say we are going to cut prices and then say the 
taxpayers will be here so we can cut prices as much as we want to, 
seems to me to he exactly what the people are telling us across the 
land that they do not want us to do. I guess I am a little hit surprised 
that the administration would come forward proposing that. 

Furthermore, I am surprised that they would propose that 30 per- 
cent of the people, who may not have the money to take this out or 
who may not cover themselves, just tough luck. I have a hard time 
understanding how we can morally and now from a total l^:islative 
point of view say that this makes much sense. 

Mr. Panetta. If the gentleman will yield, I think in defense of 
what the Department has presented here Mid, frankly, what this sub- 
committee is dealing with, is the whole issue of trying to deal with a 
disaster program that now is wasting biUions of dollars providing 
funds to many farmers who year after year have received disaster 
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assistance and don't need it. I think we have to raise serious questions 
about the present program. I think that is what the Department is 
trying to do. 

Admittedly, there are problems here. However, the whole point 
you raise is why we are here to begin with. We have a disaster program 
that is a disaster. 

Mr. Bedell. I certainly agree with the gentlemMi from California, 
but if we are going to see what is wrong with the disaster program, 
then it seems to me we should look at the disaster program. I look at 
the disaster program as a program that is supposed to help people who 
have had a disaster. 

However, you know as well as I do that that is not what is happen- 
ing any more. I have any number of well-to-do farmers in my area 
who get this money who don't need that money because it has not 
been a disaster for them. For us to look at that part of the program 
and address it in a responsible manner seems to me to make good 
sense. 

However, for us to say that we have a problem over here with the 
disaster program and that what we are going to do is move it over into 
the insurance program and do what appears to me to be messing up both 
rather than one, then I have to tell you that it does not look to me 
like that is the way to address the problem. I do not know if I am 
thinking right or not, but it looks to me like we have a problem. Let's 
address the problem. I think there is a problem witn the disaster 
program and my farmers agree that there is a problem with the dis- 
aster program. 

Mr. Deal. I would like to add a comment on this subject. There 
is a very important underlying issue that people will have to address. 
This gets into the food and fiber issue in this country. How do we keep 
a healthy agriculture? The proposed bill is part of a protection plan 
that is not available from any other source. Is this the way to do it? 

With this plan we have found acceptance with the consumer groups. 
This type of program is going to supply ample food and fiber, aiid 
they say it is miportant to them. 

When you take the cost of the program as it relates to anything 
else you want to measure for a family of four, as an example, it would 
cost only a little over $8 a year. Where can you get a better msurance 
plan for $8? How much do they pay for protection of other areas? 

Mr. Bedell. Yes, but we can make that ailment with everything. 
We can say that we do not see how any other business can operate 
unless they have adequate insurance and that they will not take it 
out themselves based upon what makes economic sense and so the 
Government should go m and do it for them. I represent farmers. I 
want them to have success. They have to have success. 

However, if you are telling me whether or not we are going to have 
a strong agriculture depends upon whether or not we change our crop 
insurance program, I am here to tell you that most of my farmers 
simply would say that that is not the case. I do not think it is the case. 
I don't think you really do if you look at the total program. 

You may be able to go to consumer groups and sell them on that. 
I do not know. However, I think that we ought to be courteous 
enough in this Congress to face up to what those problems are in a 
forthright manner and try to correct what the problems are and not 
depend upon the taxpayers to correct some problems that we have. 
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I have to tell you that I have real problems with what you are pro- 
posing here. I do not really see how you are going to justify it. 

I yield back the balance of my time, Mr. Chairman. 

Mr. Jones of Tennessee. ThMik you. Mr. Bedell. Mr. Baldus? 

Mr. Baldds. First of all, I think I will have to talk to my colleague, 
Mr. Bedell, from Iowa. 

For instance, I have bad flooding goii^ on in my district right now. 
Estimates of damage are about $70 million. Many of those people 
had flood insurance available to them but they did not take it. We 
are going to go iu and they will be eligible for programs and the 
governmental help will be poured into that area. This is the case 
Aether they took the flood insurance or not. 

The idea of making the insurance available Mid then having an 
equitable distribution is good. This would be based on whether or 
not that person wanted to be insured against that risk. It would be 
his judgment. That is the proper way to go about it. 

I tfamk the idea of subsidizing an insurance program for farmers 
is a concept that we support. Farmers, since they operate on about 
80 percent of parity, have been subsidizing the rest of the Natitm 
through low food pnces. 

So I think aU crop; all county, and all risk Federal crop insurance 
is a good idea. I think the underwriting of some of it is also soimd in 
order to offset the current disaster programs that we have and so that 
we can build on the current program that we have. 

I also think that it is prudent to buUd into the program the idea of 
selling the insurance through local independent a^nts because I do 
not think it will sell unless we use those people who are in place. I 
think that is equitable EUid fair to them. It also has to be profitable 
for them to sell it. 

I also agree with you that it has to be on sustaining basis. 

I too have a question that bothers me. In Secretary Borland's 
statement he said. 



Under this proposal, a fanner who choosea insurance coverage for 50 percent 
ot hiB normal crop production would pay about half of the cost for that protection 
with the Government paying the other half. If a fanner chooses 70 percent pro- 
tection, he or she would pay moat of the cost of the added 20 percent in protection. 

I think this probably assumes that the farmer would buy the other 
insurance as the luxury, that additional benefit as a luxury. I think 
the opposite is probably the case. 

I thmk the guy who is starting farming and has the banker who 
says, "Look, you are going to have insurance on that and you are 
gomg to have the highest premium, that is, the highest benefit on it." 
The farmer will buy that because he has to. The banker says so. 

The guy who can self-insure and who can decide to take it or not, 
will looK at that table very carefully and see that he gets the best 
deal. That is the man who Berkely Bedell is talking about. 

I am a little concerned about that. Have you thought about that 
carefully? 

Mr. Deal. It was one of the early issues that was debated. 

We felt it was truly necessary to participate in the premium cost 
and that if we participated all the way equally, there could be the 
possibility of an escalating land price r^ection. 



,v Google 



So, the purpose is to cover the variable costs or replace the low-yield 
disaster programs. The subsidy will be put into the first 60 percent of 



Kight now the disaster program is covering roughly 30 percent of the 
cost of production. So, what we have really done is we have laid in the 
30 percent feature of the low-yield disaster pr<^7am and added to it 
another 30 percent, of which the farmer is going to be paying the cost. 

Mr. Baldds. I think that formula needs some consideration. Even 
if it were to start that way, I think there might be some justification in 
considering some secondary risk protection which could be affordable 
to the guy who most of us Eieree needs it the most. 

I yield back the balance of my time. 

Mr. Jones of Tennessee. Thank you, Mr. Baldus. 

Mr. Fithian. do you have questions. 

Mr. Fithian. Thank you, Mr, Chiarman. Mr. Deal, is the real 
purpose for coming forth with this legislation at this time to fill in the 
^ps that exist in our country in areas either because Federal insurance 
IS not available or because the incidence of hail recurrence is so great, 
or because something like that is so great that no private insurance 
company will actually write policies m that area? Or, is this coming 
basically because of the problems we are having in the disaster program 
area? 

I guess what I am saying is, what is the real thrust behind this and 
what is the real purpose of it? 

Mr. Deal. The major thrust of this program goes back to the con- 
firmation hearings of the Secretary in which he said that many of the 
disaster programs are a disaster within themselves. Also, there is the 
purpose of wanting to put some sense into the approach of the disaster 
program from production loss. The administration's goal is to consoli- 
date programs to come up with one meaningful program that will 
address the issue. 

With the many, many disaster progrwns, some producers are eligible 
for a number of them. There are other producers who are not eligible 
for any programs. So, the inequities of the disaster programs was one 
of the major reasons for this proposal. 

We wanted to provide a true protection plan for loss of production for 
all producers. 

Mr. Fithian. How about the unavailahOity of Federal crop 
insurance to certain countries? That was not the tlirust? 

Mr, Deal, That is part of the consideration, jes. 

Mr, Fithian. How do we justify going in with Federal insurance 
where actuarially private insurance has demonstrated that you cannot 
afford to cany msurance because the premiums would have to be so 
high in high-risk areas that you cannot make a go of it? Should we 
philosophically be simply subsidizing those areas? 

Mr. Deal. There are different options to address that. The basic 
thrust is to spread the risk. But let's look at the high-risk areas and how 
you do this. 

First of all, it may be necessary to initiate a multiyear program that 
would give you a leveling-ofl effect. We pointed out earlier that 
whether we are talkii^ of high risk or not, the prt^am still has to be 
affordable to the producer. So, it may mean that the 50 percent option 
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over a multiyear period may be the only viable program we can offer 
in an extremely high-risk area. 

Mr. FiTHiAN. Let me point up that question a little more carefully. 
The Secretary says in his remarks "The premium rates chained will 
relate to risks. Fanners in basically low-risk areas will not be subsidiz- 
ing farmers who are in historically high-risk areas under the new 
program." 

Do we mean by this legislation that we would simply adjust the 
premiums to the point where they would carry themselves in the 
high-risk areas? 

Mr. Deal. That is correct. We anticipate applying a neutral rating 
effect as it relates to the individual producer. 

In the proposal before you it is stated that a farmer must follow 
good conservation practices and good farming practices. I have seen 
m the State of Iowa in the Council Bluffs area, lor example, some hills 
that should not have been taken out of pasture. They were planted to 
com. A deluge of 7 inches of rain arrived and it took the tops of the 
hills right down. 

So, the conservation practice would be imperative. 

We have grasslands in the West that should not be put into wheat 
end we would not be offering an insurance program on that. 

Mr. Bedell. If the gentleman will yield, I think that is part of my 
concern. If you go into the Council Bluffs area where there are hills 
that should be in pasture, and if you go in and tell the people, "Look, 
if you want to plant com, the Government will pick up half the tab 
of crop insurance to insure you so you will not have the loss in that 
area," then it would appear to me that we are not, therefore, addressiug 
the problem. If we snould not be in com, then we should not have 
Government programs that tend to keep it in com. 

Mr. Deal. Exactly. The bill addresses that problem directly under 
the conservation practice phrase. In other words, the coverage and 
rates will be established far in advance, normally ahead of the calendar 
year. The local committees will involve not only the ASCS but the 
Soil Conservation Service ajid so on. Thev will establish the cover- 
ages by commodity for the individual producer and there is a partic- 
ular tract of land that absolutely should not have a crop on it, they 
could so designate it. There would not be a program available for that 
tract. 

Mr, Bedell. But that certainly is not addressing what we are talk- 
ing about. All through western Iowa we have hilly land which has been 
put under the plow which is now raising com or soybeans or whatever 
it may be. It is questionable as to whether that should ever be done. 
However, it is being done. Some of it will continue to be done. Some 
of it is not. Some of it will go back to hay or pasture. 

My contention is that whenever we tell people "If you go ahead and 
contmue to plant com, then the Government will pay half of the insur- 
ance so that you are guaranteed that you will not take a loss on it," 
then it seems to me we are tending to keep that land in that type of 
production. 

You can say that they have a chance to say that they could not do 
it, but no county committee is going in and tell all of those farmers that 
they should not be planting com on that hilly land. Surely, you agree 
that that will not happen. It will have to be economic factors that 
bring this about. 
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I cannot understand why the Government would impose those kinds 
of economic factors, particularly at times when we are then going to 
turn around and pay those farmers to take that land out of com 
production. 

Mr, Panbtta. If the gentleman will yield, I am not sure that that 
is the choice that we are dealing with right now. Right now the choice 
is that they have planted that com in those hilly areas and that they 
are probably drawing disaster assistance when those crops go bad. This 
is without paying a cent. In other words, the Federal Government is 
picking up the tab for their decision. 

This is as opposed to a program that would require them to p^ 
something in terms of high-risk insurance if they want to do that. If 
they want to take that kind of gamble, then they can. 

Those are the choices that we face. The choices are: Do we end the 
disaster program for those people who do that or do we continue a 
disaster program which feeds into their putting into cultivation that 
land which is maipnal. Or do we develop a high-risk insurance pro- 
gram? Those are the choices. 

Mr. Bedell. I absolutely agree with the gentleman, I think we 
should be looking at something similar to the first choice, I am not 
saying we should go all the way. But it seems to me that is the problem 
we should address. 

Mr. Jones of Tennessee. Thank you, Mr. Bedell. 

Mr. Marlenee. Mr. Chairman, I have one further question. 

Mr. Jones of Tennessee, Mr, Marlenee? 

Mr. Marlenee, On page 12 of H.R, 12636, there is the title "Dis- 
solution of Federal Crop Insurance Corporation." 

Over the years the Federal Crop Insurance Corporation served a very 
valid purpose. The dissolution ol^this, I contend, will cause an inequit- 
able loss to some of the farmers who have participated in that program. 
I do not see how you can transfer an individual who has almost in- 
herited the equity m the Federal crop insurance programs. I will use an 
example. 

When you start out with Federal crop insurance, you pay a $1,000 
premium. You are paying more premium than you will ever get in 
coverage. It is a penalty kind of a premium during the first year and 2 
years and 3 years. You are up to $1,000. 

Then, as you proceed and progress with the program, you have no 
loss and if you have no losses then this drops down to $500. 

Then perhaps maybe you have the Federal crop insurance program 
for 10 years. Maybe your premium, that is, you have built up enough 
reserve without losses and your premium is down to $200 or $300 
whereas you were paying $1,000, almost a penalty premium at the 
outset. 

Now you are going to dissolve completely the Federal crop insurance 
program and wipe out an investment that these people have in this 
program. 

Mr. Deal. No. 

First of all, the maximum discount that can be obtained — and I 
presume you are referring to wheat which is the 60 percent figure of 
what the initial premium was — under section 14 of page 10 of the bill 
there is a transfer of the assets of the Federal Corporation; the policy- 
holder and his history will also be transferred. There is an individual 
built-in mechanism which we feel will establish the individual risk by 
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the policyholder because he has told us that he is doing better than 
what the norm is. 

That would be transfeiTed. He would not lose the credits that he has 
built up under the Federal crop insurance program. 

Mr. Mablgneb. He has built up some reserves. You can see that. 

What you are telling me is that you are going to be able to transfer 
that benefit which he nas built up there over to the new corporation. 

Mr. Deal. That is correct. Wr will transfer that. He is tellhig us 
that he has defined his individual risk. 

Mr. Mablgnee. What's that? 

Mr. Deal. Under our present program we have discounts built in 
on a particular policyholder because he has had a good history and 
good experience. That is an evaluation of the risk. We have planned 
the same concept approach under the new program. 

Mr. Mablgnee. I understood you to say that you were going to 
build an actuarily sound program and level it out so that he would 
be paid according to loss and also pay his premium according to loss, 
so to speak. 

Mr. Deal. To his individual risk, yes. 

But it would have a similar mechanism built into his policy which 
would be transf errable. 

Mr. Mablbnkk. Yes; but he started out with Federal crop paying 
a penalty, almost, as far as premium was concerned. It is reduced now 
through building up the reserve. 

Mr. Deal. That is correct. We are dealing with true risk. We built 
in some assumptions of a general nature to start his premium. 

But, as years went by, his liistory proved that he was a good poliqr- 
holder and that we had rated his premium too high. So, his discounted 
premium reflects a true risk. 

For example, he is presently being charged $600 for x amount of 
protection, then that would apply under the true risk concept. In fact 
m addition the amount of subsidy would be subtracted from that 
premium he is paying. 

Mr. Mableneg. Thank you. 

Mr. Jongs of Tennessee. Thank you, Mr, Maiienee. 

Mr. Deal, I have questions that I would like to get an answer to 
for the record. One deals with livestock. 

In the bill that I introduced I also said something about livestock. 
In your bill, H.R. 12636, you have continued that. 

I expect you have done this also, but I know that I have detected 
some extreme opposition to Uvestock coverage from the industiy and 
from the private insurance people. Even some livestock producers 
are objectmg to it, it seems to me. 

Insofar as I am concerned, it seems that Uie oppo^tion far out- 
w^ehs the supporters for such a program as this. 

How strong do you and others in the Department feel about the 
livestock aspects of the bill? 

Mr. Deal. I have discussed this issue with the Secretary and we 
share about the same feeling that you have indicated. 

The only interest seems to be m the disease area such as brucel- 
losis and also in milk production. 

We have not had a lot of interest expressed and obviously, there is 
no point in devdoping the program if the interest by the producer is 
not there. 
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In other words, the commodity and livestock people have not put 
a lot of pressure on the administration to the extent that it is ab- 
solutely essential that the protection be there. 

Mr. Jones of Tennessee. I am glad to get that uiswer because that 
is certainly the way that I feel personally about the situation after 
having discussed it with a great many people. 

I would never see how we could develop a pw^ram that would 
insure livestock owners for a brucellosis program. I think it would be 
rather foolish to try to do that considering all the research goii^ on 
and all the work that is beins done in this area. There is a lot of work 
being brought forth on brucellosis. 

I am afraid that is one aspect of all the bills that we will have to 
take another look at. 

I have another question which I would like to get your reply; on. 
Hiis relates to timber. This is an interest from some of our committee 
monbers for the inclusion of timber into the act. 

I have two or three questions I would like to ask you. 

Has USDA seriously considered timber covers^ on private lands? 

Mr, Deal. We have not up to this point. We have had a fairly 
heavy interest and inquiry in this particular area. We have taken a 
preliminary look into data. There is a limited amount of data available 
R8 related to the production of timber. In the areas we looked at the 
major cause of loss was fire. 

A timber program would be quite different than what we have 
dealt with in an annual production crop. We could be concerned with 
from 15 to 25 years for a production crop in timber. However, it is an 
area that seems to be of great interest to some people. 

We think there is basic data available on which we could experiment. 
Beyond that, we have not gone into any further detail. 

Mr. Jones of Tennessee. I gather from what you have said and from 
the inquiries you have had that you would be willing to take a good 
look at timber and see if we could come up with some practical way 
to include it? 

Mr. Deal. Certainly, 

Mr. Bedell. If the chairman will yield, does this also include such 
things as oysters, shrimp, and fish and that sort of thing, or not? 

&^. Deal. It is possible. Insofar as production is concerned, it is 
possible. 

We have had a number of inquiries from the fish farmii^ industry. 

Mr. Bedell. If we are going to subsidize 50 percent of the premiums 
tiien are we not going to expect more and more people to want in on 
the act? I would thiiik they would. Would you agree? 

Mr. Deal. I agree. 

Mr. Bedell. Thank you. 

Mr. Jones of Tennessee. Thank you, Mr. Bedell. 

Mr, Deal, don't you gather that from the timber situation that 
with it not being an annual crop that there would be some problems 
that would moke it difficult to deal with and that we would have to 
deal with it differently than with the annual crops? 

Mr. Deal. Yes; we would have to approach it from a different 
angle than what we have proposed on the basic 18 products, 

Mr. Jones of Tennessee. I would like to urge you to take a look at 
this to see if there is something that we could do in this r^ard. 
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I think that we have actually more interest in this than one might 
assume at the present time. 

Mr. Deal. For your information, we have set up a coordinator 
between the Forest Service and the present Federal crop insurance 
program to look into this issue. 

Mr. Jones of Tennessee. Very good. 

We have a live quorum on the floor. It is so near noon that I think 
it would be advisable not to come back. I would like to briefly sum- 
marize what we have done here today and to mention the purpose 
for having Secretary Bei^land here today. 

This new bill which has been introduced means that we have five or 
six Federal crop insurance bills at the present time which have been 
introduced. I tnink Mr. Madigan introduced two of these. 

In summarizing what we are trying to arrive at, I think I can do 
this in a moment or so. 

The real purpose in trying to write a new Federal crop insurance bill 
is. No. 1, to get away from the disaster pn^ams. Is that not correct? 
Tliat is one of the oig problems we have been facing; that is, the 
amounts of money that we have been having to appropnate here in the 
Congress because of the tremendous disaster programs that we have 
had m the past years. 

Also, the Federal crop insurance has been looked upon by people as 
being worthwhile for those who are able to buy it, but it has not covered 
an adequate number of crops throughout the United States. Neither 
is it applicable to enough counties m the United -States. 

I do not remember how many counties, but it is considerably less 
than the 3,000 counties that we farm in. How many are there? 

Mr. Deal. There are 1,522 counties that have at least a limited 
program. 

Mr. Jones of Tennessee. That is another reason that we are taking 
another look at the program. Of course, we need to do something one 
way or the other for the next year. We almost have to. 

Mr. Deal, I think your work is cut out for you and your staff, and I 
know it is cut out for this subcommittee. 

With that, if no one else has anythii^ else, we will adjourn, subject 
to the call of the Chair. 

[Whereupon, at 11:50 a.m., the subcommittee was adjourned.] 
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